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Experience the Money Museum virtually, including 
Money of Empire: Elizabeth to Elizabeth, the 
immersive World War | exhibit, Money of the 
| ~ Civil War, the Harry VV. Bass, Jr. Collection 

of U.S. gold coins, and much more at 





Become a member of the American Numismatic Association 
for as little as $30. Call 800-367-9723 or visit money.org/join 
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May 6 “A Conversation with Wall Street Legend Peter Cohen and CNBC Senior Markets 
Correspondent Bob Pisani.” Interview followed by audience Q&A. 12-—1pm. 


May 18 Henry Kaufman on The Day the Markets Roared: How a 1982 Forecast Sparked a 
Global Bull Market. Talk followed by Q&A. 12—1pm. 


June 3 “Lower Forever or Set for a Regime Break? Lessons from Real Interest Rates Since 
the 14th Century.’Talk and discussion featuring Paul Schmelzing, James Grant 
and Richard Sylla. Presentation and conversation followed by audience Q&A. 
12-1pm. 


July 14 Zachary Karabell on /nside Money: Brown Brothers Harriman and the American 
Way of Power. Presentation followed by audience Q&A. 12-1pm. 


All above events are FREE. Registration is required. 
Registered guests will receive the Zoom link prior to the program. 


For more information, a complete list of scheduled events or to register online, visit: 
www.moaf.org/events 
In partnership with: WNY)) 
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= NANCE Gabelli Center for CFA Society 
Global Security Analysis New York 
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The Museum’s spring and summer event series, in partnership with the 
Fordham University Gabelli School of Business, features conversations 
with legends in the finance industry, as well as a “Women in Investment 
Management” series and talks by renowned authors. 
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The Day the Markets Roared: How a 1982 Forecast Sparked 
g Global Bull Market, by Henry Kaufman, with David B. Sicilia. 
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page 20. 
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THE TICKER’ MUSEUM NEWS 


2021 Brings New Financial Education Initiatives 


Mark TWAIN SAID that “education con- 
sists mainly of what we have unlearned.” 
Unfortunately, with respect to financial 
literacy, that education was in many cases 
not learned in the first place. Our Museum 
is a beacon of light in the sea of financial 
illiteracy that plagues our nation. From 
exhibits and public programs to using our 
collection for teaching moments, educa- 
tion is at the core of everything we do. 





Recently we have been involved in two 
new financial education initiatives. First, 
our beloved fellow trustee and former 
board chair, Professor Richard Sylla, has 
remained very active in his retirement from 
the NYU Stern School of Business. This 
year, he began teaching an undergraduate 
course at Fordham University under the 
auspices of our good friend, Jim Kelly, the 
director of the Gabelli Center for Global 
Security Analysis. The course, titled “The 
Development of Financial Institutions and 
Markets,” is being conducted weekly over 
Zoom. I am involved as Dick’s teaching 
assistant, and he is graciously donating 
his teaching stipend to the Museum. On 
a personal note, some 25 years ago I was a 
student of Dick’s in graduate school, and 
it is terrific to be back once again learning 
from our nation’s preeminent financial 
historian, who is also a member of the 
American Academy of Arts & Sciences. 

A second educational initiative we are 
currently offering is a class titled “Origins 
of the Capital Markets.” Using original 
documents from our vast collection, we 
showcase the plan that Alexander Hamil- 
ton created to build our financial system. 
Those who work in finance today often 
take for granted that our robust markets 
exist—but how did they actually com- 
mence? Given the immense popularity 
of Hamilton: An American Musical, this 
lecture highlights the story of Hamilton’s 


David J. Cowen | President and CEO 


role in creating the capital markets. We 
offer this class to financial institutions and 
related non-profit organizations for their 
management, board, staff and occasion- 
ally groups of interns or trainees, as it 
provides crucial background information 
to anyone pursuing a career in finance. I 
personally teach this course, and in nor- 
mal (pre-Covid) times I am accompanied 
by our collections manager, Sarah Poole, 
who brings artifacts from 
the collection to enhance the 
“wow factor. Since the pan- 
demic, we have shifted the 
class to an online format, 
still showcasing the collec- 
tion but in a digital manner. 
One of the advantages of being virtual is 
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that program attendance numbers are way 
up. That was the case with our most recent 
class for the Women’s Bond Club, when 
we had 150 attendees. 

Finance impacts everyone. As a socially 
relevant organization, we seek to improve 
understanding of the influence of financial 
institutions and capital markets on the US 
and global economies, and on individuals’ 
lives. As the nation’s only independent 
museum dedicated to finance and finan- 
cial history, we educate the public through 
exhibits, financial literacy programs and 
public events. We seek to empower indi- 
viduals of all backgrounds to strive toward 
financial independence, while encourag- 
ing curiosity and discovery. And these lat- 
est initiatives help us do just that. 
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David Cowen teaches the “Origins of the Capital Markets” class to the Women's Bond Club, April 2021. 
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Spring and Summer MOoAF Events 
Continue in Virtual Format 


THE MusEvuM SAw a four-fold increase in 
event attendance in 2020, thanks largely 
to its ability to reach viewers around 
the country and throughout the world 
via its virtual programming. And while 
members and supporters look forward 
to a safe return to in-person or hybrid 
programming, perhaps as early as the fall, 
the Museum will continue to host a wide 
range of virtual events throughout the 
summer. 

The 2021 virtual event series launched 
in February, with most programs offered 
in partnership with the Fordham Univer- 
sity Gabelli School of Business and the 
CFA Society New York. Highlights from 
the spring season include a conversa- 
tion with Wall Street legend Peter Cohen, 
interviewed by CNBC Senior Markets 
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John Wasik speaks on Lincolnomics on April 20, 2021. 


Correspondent Bob Pisani; a book talk by 
legendary economist Dr. Henry Kaufman; 
a presentation by prolific author John 
Wasik on his ground-breaking research 
on Abraham Lincoln’s economic and 
entrepreneurial contributions to America 
(see article, page 20); and a three-part 
series ON women in investment man- 
agement, titled “Hidden In Plain Sight,” 


MUSEUM NEWS 





which ran on three consecutive Thursday 
evenings in April. Most programs are 
available for viewing on the Fordham and 
Museum websites following the live ses- 
sions, and many of the author events are 
televised on C-SPAN’s Book TV. 

This summer, the Museum will also 
re-introduce programming in partnership 
with the New York Public Library, begin- 
ning with a financial literacy-based work- 
shop with award-winning author Neale 
Godfrey on August 3. 

Events are added weekly to the Muse- 
um’s website, and all programming is cur- 
rently offered at no charge. Registration is 
required to receive the Zoom link prior to 
each program. Please visit www.moaf.org/ 
events for a list of upcoming programs 
and to register. 


Nasdaq 50th Anniversary: 
Frontier of the Future 


VIRTUAL EXHIBIT | NOW ON VIEW 
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Wild West Finance: Buffalo Bill Cody (Part 2) 


By Brian Grinder and Dan Cooper 


Copy, WYoMInG loved Buffalo Bill Cody. 
His comings and goings were front page 
news in the local paper, which Cody 
founded in 1899. He also built the town’s 
first hotel and named it after his daughter, 
Irma. Historian Robert E. Bonner notes 
that Cody was “the biggest landowner in 
the area and he also owned the blacksmith 
shop, the livery barn and other businesses 
in town. Probably half the population of 
the area worked for Bill Cody.” 

Residents often marked major events in 
their lives by their interactions with Cody. 
Lifelong Cody resident Glenn Newton 
passed away on New Year’s Day in 1979 
at the age of 88. His obituary noted that, 
“At age 12 he played the coronet for the 
Buffalo Bill Cowboy Band. He brought 
Buffalo Bill from his ranch southwest of 
Cody to the train in Cody when Buffalo 
Bill went to Denver on his final illness.” 

Cody’s TE Ranch was about 34 miles 
from Cody. It served as a igth century man 
cave for the showman, who did not get 
along well with his wife, Louisa. She lived 
year-round in North Platte, Nebraska. 
Cody increasingly spent the Wild West 
offseason a good western state away from 
North Platte in northwestern Wyoming, 
often inviting other celebrities to hunt, 
fish and engage in various outdoor activi- 
ties in the area.’ 

Cody was the town’s biggest promoter. 
He used Buffalo Bill’s Wild West to trum- 
pet the advantages of his eponymously 
named town. He described the area as a 
virtual Eden with ample water for irri- 
gating crops provided by a canal built 
by Cody’s Shoshone Land and Irrigation 
Company. Cody biographer Louis Warren 
reports that Cody’s partner-in-residence, 
George Beck, was overwhelmed with let- 
ters of inquiry from prospective settlers, 
but, as Warren put it, “Hundreds wrote. 
Few came.” 

One of the ways Cody and his canal 
company tried to boost the population 
in the Big Horn Basin was through colo- 
nization. In late 1895, Cody struck up a 


correspondence with a group of poten- 
tial colonizers from Germany. By March 
1896, Cody claimed that 50 families from 
Germany had agreed to buy 5,000 acres 
and would be arriving within a month. 
The colonists never showed up, which 
was fortuitous since the canal was not yet 
finished. Despite Cody's efforts, only a few 
German families ever relocated to the area. 
Other ethnic groups were also contacted, 
but nothing came of these inquiries. 





William and Louisa Cody 


At first, Cody feared that Mormon colo- 
nizers might overrun the Big Horn Basin 
and resisted Mormon settlement there. 
However, as time passed and the prospects 
of a huge influx of settlers from elsewhere 
dimmed, Mormons, who had successfully 
built their own irrigation canals in Utah 
and Wyoming, began to look like a way 
out for Cody’s struggling canal company. 
According to Warren, Mormons held a 
critical advantage over the canal company 
in the form of communal labor. “Farm- 
ers in Cody,” Warren writes, “wanted the 
ditch dug for them; Mormons dug their 
own, collectively, as part of a greater spiri- 
tual effort to reclaim the wilderness. They 


were not fixated on how much money the 
ditches could make. They were, rather, 
bound by a spirit of collective religion.” 
For a time, the prospects of selling out to 
Mormon colonizers looked promising, 
but the church eventually chose another 
site for settlement. 

One of the canal company’s more curi- 
ous negotiations involved Eugene Debs, 
head of the Social Democratic Party. Debs 
developed a plan in 1897 to form a colony 
in the West that would be used as a 
base to spread socialism to other states. 
When canal company recruiter D.H. Elliot 
heard of Debs’s intentions, he wrote to 
the socialist leader and tried to convince 
him that the Big Horn Basin was a social- 
ist paradise. According to Warren, both 
Cody and his Wild West manager, “the 
virulently antiradical [Nate] Salsbury,” 
approved Elliott’s actions. However, the 
Socialist party was deeply divided over the 
colonization scheme, and it was quickly 
dropped. 

Despite all the money, time and effort 
expended to recruit settlers, only 12 indi- 
viduals had filed patents on canal com- 
pany land by the turn of the century. 
According to Bonner, all 12 were associ- 
ated with the Wild West Show or the canal 
company. Warren put the dire situation 
in perspective writing, “Six years after he 
began his efforts, Cody's namesake town 
remained smaller than Buffalo Bill’s Wild 
West traveling camp.” As the new century 
commenced, it became clear that the canal 
project would never become profitable. 
According to Warren, “By 1910, the litany 
of canal washouts, flooded fields and other 
broken promises left the Shoshone Irri- 
gation Company with a checkered past. 
Cody and his partners had been sued at 
least 26 times.” 

Bonner notes that the canal company 
owed more than $240,000 at the end of 
1905. Cody loaned thousands of dollars to 
the canal effort, but it was clear that his 
investment would never be recovered. As 
the new century wore on, two develop- 
ments determined Bill Cody's financial 
fate. The first was the federal government's 
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Cody-Dyer Arizona Mining & Milling Company stock certificate, 1913. 


decision in 1904 to build a dam on the 
Shoshone River for irrigation purposes. 
Cody's thousands of dollars were no 
match for the millions of dollars the fed- 
eral government was about to spend. Local 
historian Beryl Churchill summed up the 
situation, “One man’s aborted dream of 
irrigating 60,000 acres of desert land near 
Cody became a reality when President 
Theodore Roosevelt authorized the con- 
struction of the Shoshone Reclamation 
Project.” With the government stepping 
in, Cody, no doubt breathing a sigh of 
relief, began his exit from the canal busi- 
ness. Bonner concludes, “The short his- 
tory of the Shoshone Irrigation Company 
was not a happy one, nor was the ending 


of it. Begun with the highest of hopes and 
dreams in 1895, there were only ashes and 
dust in the legacy of the company in 1907.” 

The second development was the demise 
of Buffalo Bill’s Wild West. Attendance 
slowly declined in the new century, forc- 
ing Cody to merge his show with Pawnee 
Bill’s Great Far East Show. The combined 
show operated for a few more years but 
was finally forced into bankruptcy in 1913. 
Cody’s finances were in shambles. 

To protect his remaining assets, he 
deeded the Irma Hotel and the TE Ranch 
over to Louisa. Louisa was much savwvier 
with investments than her profligate hus- 
band. Bonner writes, “In no small mea- 
sure, the couple’s enduring wealth came 
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from her investments.” Louisa invested in 
real estate over the years and was careful 
to put it in her name only. This shielded 
her investments from being absorbed to 
cover the Wild West Show’s expenses and 
gave her a great deal of security. Although 
Cody was furious when he learned of her 
investments, there was little he could do 
about it but fume. 

Town-building and canal construction 
were losing propositions for Cody, as were 
his investments in mining. At one of his 
mining ventures, the Cody-Dyer Arizona 
Mining & Milling Company, Cody fell 
victim to fraudulent behavior. The fraud 
was discovered when an independent mine 
investigator caught a mine worker lacing 
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ore samples from the mine with refined 
gold in order to make the worthless mine 
look like a bonanza. Cody also made a failed 
attempt at filmmaking during the silent 
film era. His investments in coal mines and 
oilfields yielded lackluster returns. 

Despite this, Cody remained relatively 
optimistic. At his death in 1917, he was 
still waiting for one of his investments to 
blossom and transform him into a true 
capitalist. Bonner concludes, “Fame and 
influence are the currency of the celebrity 
developer, but they are a poor substitute 
for real money and a good record.” Cody’s 
success in the entertainment industry never 
transferred to his other business endeavors. 

Cody, Wyoming still loves Buffalo Bill. 
His likeness permeates the town, but it 
is the likeness of the Wild West Buffalo 
Bill, not William Cody the financier, who 
draws in vacationers and makes Cody’s 
cash registers ring during the short sum- 
mer tourist season. The Irma Hotel still 
stands in the center of town, and the Buf- 
falo Bill Center of the West anchors the 
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west end of this small Wyoming burg. 

The Shoshone Dam to the west of town 
was renamed the Buffalo Bill Dam 36 years 
after its construction. The waters behind 
the dam in the Buffalo Bill Reservoir irri- 
gate thousands of acres and generate elec- 
tricity for the Big Horn Basin. Although 
the region never lived up to William 
Cody’s financial expectations, it remains 
a monument to the man who, more than 
anyone, was responsible for creating the 
myth of the Wild West. $ 


Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History’s editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 


Note 


1. Cody filed for divorce in 1905. The trial 
made front page news around the nation, 
especially when Cody lost. Cody and Lou- 
isa eventually reconciled and remained 
married until Cody’s death. 
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By William Quinn 
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WAS THE BUBBLE INVENTED by John Law 
in the early 18th century? At first glance 
this contention might seem obviously 
wrong, or even nonsensical. It is, however, 
much truer than it seems. 

Many of those familiar with financial 
history will have one of two objections to 
the contention. First, one of history's most 
famous financial bubbles is the Dutch 
Tulipmania of 1636, which occurred 35 
years before John Law was born. How- 
ever, recent financial history research has 
played down the significance of the Tulip- 
mania. The price movements involved 
were striking, and likely reflected some 
degree of speculative investment, but this 
is common in markets in rare and unusual 
goods. This is particularly true of goods 
predominantly used to signal status, as 
tulips were in 1636. Furthermore, tulips 
are a commodity, not a financial asset, and 
the economic fallout of the episode was 
minimal. A 20th century equivalent might 
be the price reversals that occurred in 
comics, baseball cards and beanie babies, 
and we would not describe any of these as 
“financial” bubbles. The first documented 
financial bubble occurred in 1720. 

Second, financial bubbles are widely 
thought of as naturally occurring. Some, 
for example, see bubbles as an inevitable 
part of the business cycle; others believe 
that they break out spontaneously. Either 
way, they are not something that ever 
needed to be invented. 

However, this too is a misconception. 
Financial bubbles do not happen at regu- 
lar, cyclical intervals. The first two major 
bubbles, in 1720 and 1825, were separated 
by 105 years, but since 1990, a major 
bubble has occurred, on average, once 
every six years. Nor are they spontaneous 
in any real sense. They always happen for 
a reason, and are often deliberately and 
knowingly created—none more so than 
the first financial bubble of 1720. 

The problem facing John Law in 1719 
was the French government's unafford- 
able levels of debt. His original plan was to 
have the holders of government debt trade 
it for equity in his Mississippi Company, 


Portrait of John Law by 
Casimir Balthazar, 1843. 


and then allow the government to pay 
this company a lower rate of interest. The 
problem was that this trade was clearly not 
in the interest of debt holders. Why would 
they swap a bond yielding 8% interest fora 
share in a company whose main asset was 
a bond yielding 5% interest? 

But what if those debt holders could be 
convinced that after they made the trade, 
the price of Mississippi Company shares 
would rise? Investors might be aware that 
the long-term yield of the shares would 
not match that of the debt, but a few per- 
centage points of annual interest would 
pale in comparison to the prospect of 
immediate, large capital gains. As long as 
the company’s shares were thought to be 
rising, completing the conversion would 
not be a problem. 

So Law engineered a bubble in his own 
company’s shares. First, he made sure that 
the shares were much more liquid and 
marketable than the (largely untradeable) 
debt used to purchase them. This would 
allow investors to believe that they could 
easily realise any capital gains. Second, 
he instructed the French Banque Royale, 
a forerunner to the modern central bank, 
to rapidly expand the money supply. This 
ensured that plenty of money was avail- 
able to buy the shares on secondary mar- 
kets. Third, he allowed the shares to be 
purchased for an initial down payment of 
10%, effectively extending an enormous 
amount of credit to the market. 

The final part of the plan was to use 
“market management” tricks to engineer a 
series of rapid increases in the company’s 
share price, thereby attracting specula- 
tive investors. Each successive share issue 
required the subscriber to hold existing 
shares, which increased the demand for 
these shares on secondary markets. The 
rising price of existing shares then made 
the current issue look like a much more 
attractive investment. He also used the 
news media, which was heavily controlled 
by the French government, to exaggerate 
the company’s profitability. 

As the graph shows, Law’s scheme was 
an enormous success—but only for a 
while. When investors began to cash out, 
the price of the company’s shares began to 
fall. Law responded by pegging the price 
of shares at 9,000 livres, paying out inves- 
tors by having the Banque Royale print 
bank notes. But this led to considerable 
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inflation, undermining confidence in both 
Law and the Mississippi Company. His 
entire economic project fell apart, and at 
the end of 1720 he was quietly sent into 
exile to protect him from angry investors. 

To say that Law invented the financial 
bubble might not be exactly true, but nor 
is it entirely false. As the first person to 
make one happen, he bequeathed a recipe 
for bubbles to future generations. Every 
major bubble since 1720 has stemmed 
from the same key elements Law focused 
on: asset marketability, abundant money 
and/or credit and speculation. Once these 
elements are in place, all it takes is a spark 
to provide an initial increase in prices, 
attracting momentum traders and specu- 
lative investors. In the case of the Mis- 
sissippi Bubble, Law provided this spark 
himself. 

These conditions can be illustrated 
using a model analogous to the “fire trian- 
gle” in chemistry. In the fire triangle, when 
oxygen, fuel and heat are all in place, a fire 
can be started by a spark; the fire can then 
be extinguished by the removal of one 
of these elements. In the bubble triangle, 
marketability, money/credit and specula- 
tion must all be in place, at which point 
a spark can be provided by politics or 
technology. Bubbles then come to an end 
when one side of the triangle is removed 
or runs out. 

The first side of the bubble triangle, 
the oxygen for the boom, is marketabil- 
ity: the ease with which an asset can be 
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freely bought and sold. Marketability has 
many dimensions. The legality of an asset 
fundamentally affects its marketability. 
Banning the trading of an asset does not 
always make it wholly unmarketable, as 
demonstrated by the abundance of black 
markets around the world. But it does 
usually make buying and selling it more 
difficult, and bubbles often arise soon 
after the legalization of certain types of 
financial assets. 

Another factor is divisibility: if it is 
possible to buy only a small proportion of 
the asset, that makes it more marketable. 
Public companies, for example, are more 
marketable than houses, because it is pos- 
sible to trade tiny portions of the public 
company by buying and selling its shares. 

Historically, bubbles have often been 
preceded by sudden increases in mar- 
ketability. A precursor to the bubble of 
1720 was the emergence of joint stock 
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companies with tradeable shares. The 
dot-com bubble was associated with 
the growth of internet trading, which 
allowed investors to buy and sell shares, 
day or night, from the comfort of their 
own homes. Perhaps the most notorious 
increase in marketability was the mass 
issue of mortgage-backed securities dur- 
ing the 2000s, which turned previously 
illiquid mortgage debt into an asset that 
could be bought, sold and speculated in. 

The fuel for the bubble is money and 
credit. A bubble can form only when the 
public has sufficient capital to invest in the 
asset and is, therefore, much more likely 
to occur when there is abundant money 
and credit in the economy. Low interest 
rates and loose credit conditions stimu- 
late the growth of bubbles in two ways. 
First, the bubble assets themselves may be 
purchased with borrowed money, driving 
up their prices. Because banks are lending 
other people’s money and borrowers are 
borrowing other people’s money, neither 
are fully on the hook for losses if an invest- 
ment in a bubble asset fails. Second, low 
interest rates on traditionally safe assets, 
such as government debt or bank depos- 
its, can push investors to “reach for yield” 
by investing in risky assets instead. As a 
result, funds flow into riskier assets, where 
a bubble is much more likely to occur. 

Many historical bubbles have been pre- 
ceded by interest rate cuts, expansions of 
the money supply, or financial deregulation 
that encourages banks to lend more. The 
Plaza Accord of 1985, widely considered the 
catalyst for the Japanese bubble of the 1980s, 
explicitly encouraged Japan to commit to all 
three. Similarly, the Australian land boom 
of the 1890s was accompanied by low inter- 
est rates, an influx of money from Britain 
and a “free banking” system characterized 
by minimal financial regulation. 

Although it is less common, the level of 
credit in a market can also increase due 
to an increase in demand for borrowed 
money. A surprising fact about the US 
stock market bubble of the late 1920s is 
that most of it occurred when interest 
rates were relatively high. As historian 
Eugene White has shown, the demand for 
margin lending was so strong by 1929 that 
investors were willing to borrow at higher 
and higher rates in order to buy as much 
stock as possible. 

The third side of the bubble triangle, 
analogous to heat, is speculation: the pur- 
chase of an asset purely with the aim of 





Renowned economist Irving Fisher, who is infamously known for declaring that 
stocks had reached “a permanently high plateau” on the eve of the Crash of 1929. 


selling that asset for a capital gain at a later 
date. Speculation is never entirely absent: 
there are always some investors who buy 
assets in the expectation of future price 
increases. However, during bubbles, large 
numbers of novices become speculators, 
many of whom trade purely on momen- 
tum, buying when prices are rising and 
selling when prices are falling. Just as a 
fire produces its own heat once it starts, 
speculative investment is self-perpetuat- 
ing: early speculators make large profits, 
attracting more speculative money, which 
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in turn results in further price increases 
and higher returns to speculators. The 
amount of speculation required to start 
the process is only a small fraction of that 
which occurs at its peak. 

Anecdotal evidence has always sug- 
gested that this trading strategy is wide- 
spread during bubbles. During the Latin 
American mining bubble of 1825, The 
Times described investors as a “com- 
munity of gamesters” who “engaged in 
schemes of all kinds, not with any consid- 
eration of what the undertaking was likely 
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to produce.” The Economist characterised 
investors during the 1896 British Bicycle 
Mania as having “no intention of hold- 
ing whatever they are allotted if they can 
secure a premium.” 

However, historians have debated the 
extent to which these reports reflected 
reality. Much stronger evidence of specu- 
lation comes from surveys of investors 
that were conducted during more recent 
bubbles. A study by Robert Shiller, Fumiko 
Kon-Ya and Yoshiro Tsutsui found that in 
1989, when the Japanese bubble was at its 
peak, 39% of Japanese institutional inves- 
tors were advising investors to buy shares 
despite expecting prices to fall in the long 
term. The strategy of chasing short-term 
capital gains had become widespread, 
even among professionals. 

With these elements in place, the spark 
for a bubble can come from one of two 
places: technology or politics. Technologi- 
cal innovation can spark a bubble by gen- 
erating abnormal profits at firms that use 
the new technology, leading to large capital 
gains in their shares. These capital gains 
then attract the attention of momentum 
traders, who begin to buy shares in the firms 
because their price has risen. At this stage, 
many new companies that use (or purport 
to use) the new technology often go public 
to take advantage of these high valuations. 

While valuations may appear unrea- 
sonably high to experienced observers, 
they often persist for two reasons. First, 
the technology is new, and its economic 
impact is highly uncertain. This means 
that there is limited information with 
which to value the shares accurately. Sec- 
ond, excitement surrounding technology 
leads to high levels of media attention, 
drawing in additional investors. This is 
often accompanied by the emergence of a 
“new era” narrative, in which the world- 
changing magic of the new technology 
renders old valuation metrics obsolete, 
justifying very high prices. 

The clearest example of a technological 
bubble is the dot-com boom, which was 
driven primarily by the emergence of the 
internet. The British Bicycle Mania was 
sparked by a series of innovations in bicy- 
cle design, the most important of which 
was the pneumatic tire. The US stock 
market bubble of the 1920s was also tech- 
nologically driven, with a series of major 
innovations, particularly in electricity and 
mass production, generating impressive 
corporate profits throughout the decade. 


Alternatively, the spark can be provided 
by government policies that cause asset 
prices to rise. Usually, but not always, the 
rise in asset prices is engineered deliber- 
ately in the pursuit of a particular goal. 
This goal could be the enrichment of a 
politically important group, or of poli- 
ticians themselves. The Australian land 
boom of the 1890s was notable for the 
extensive involvement of politicians, who 
routinely used their positions to evade 
losses when the bubble burst. Other bub- 
bles have resulted from an attempt to 
reshape society in a way that the gov- 
ernment deems desirable. The housing 
bubbles of the 2000s, for example, were 
sparked by the desire of governments 
in several countries to increase levels of 
homeownership. 

While bubbles are typically seen as neg- 
ative events, their economic consequences 
vary. The key variable is how vulner- 
able the financial system is to the bubble 
bursting. In the worst-case scenario, the 
bubble asset is deeply integrated into the 
economy, often bought using borrowed 
money, and exposes systemically impor- 
tant banks to major losses. This is often the 
case for land and housing bubbles, making 
these bubbles particularly destructive. On 
the other hand, when bubble investors are 
using their own money, the bubble asset is 
not integrated with many important sup- 
ply chains, and the financial system has 
no exposure, the bursting of a bubble can 
be relatively benign. Some investors will 
lose money, but the overall economy is 
unlikely to suffer. 

When will the next bubble occur? Are 
we in a bubble right now? The neces- 
sary conditions of marketability, money, 
credit and speculation are all present, so 
we should expect bubbles to be frequent 
in the modern world. The hard part is 
predicting the sparks. One could make a 
case that several recent developments con- 
stitute sparks, but this part of the bubble 
triangle is the most subjective. Individual 
investors will need to use their judgement 
and come to their own conclusions. 

Those who insisted that there was no 
bubble right before a crash have often 
become legendary figures of fun. Irving 
Fisher’s statement that stocks had reached 
“a permanently high plateau” on the eve 
of the Crash of 1929 is one of financial 
history's most famous quotes. A less well- 
known feature of past bubbles is that their 
early stages were often characterised by 


an abundance of equally bad pessimis- 
tic predictions. Investors in the Netscape 
IPO of 1995 were dismissed as “juve- 
nile” by The New York Times, while the 
Financial Times accused them of having 
“abandoned reality.” Those who bought 
Netscape at its opening day closing price 
earned an annualized return of 35% until 
it was acquired by AOL in 1999. 
Identifying bubbles is never as easy as it 
looks in hindsight. Even when an asset is 
overvalued, it can be impossible to know 
what will happen to its price in the future. 
History can’t tell us what the stock market 
is going to do tomorrow—but it can tell 
us what warning signs to look out for. $ 


William Quinn is a lecturer in finance at 
Queen's University Belfast, where he con- 
ducts research on market manipulation, 
stock markets and, above all, bubbles. He 
is the co-author, with John D. Turner, 
of Boom and Bust: A Global History of 
Financial Bubbles (Cambridge University 
Press, 2020), on which this article is based. 
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MucH wrRiTTEN on African American 
slavery in North America has focused 
on the roles played by agricultural slaves 
on southern plantations. Yet, bondsper- 
sons were often vital to the day-to-day 
operations of transportation industries, 
like steamboats and railroads, and were 
often indispensable to large- and small- 
scale mining operations before the Civil 
War. Moreover, unlike plantation slavery, 
which necessitated direct supervision of 
slaves and limited their mobility, slaves 
working for transportation and mining 
interests sometimes had much greater 
opportunities toward freedom. 

The advent of steamboat transporta- 
tion began during the Early Republic and 
functioned as a means of reducing the 
shipment costs incurred by merchants 
utilizing western rivers. Owners of flat- 
boats and keelboats used such vessels to 
ship goods down the Mississippi River 
and to its tributaries, but flatboats lacked 
oars or sails and depended upon boatmen 
to steer the craft. In addition, they could 
only travel with the current, making a 
return trip up river next to impossible; 
after reaching their destination the boats 
were disassembled and sold for lumber. 
Boat crews would then walk back to their 
original embarkation ports. Keelboats— 
slightly larger vessels than flatboats—trav- 
elled both down and up river, but the 
return voyage required oarsmen to pull 
boats up the river either by a towpath 
along the bank, or by tying the rope to a 
tree up river and pulling the boat along. 

The volume of upriver traffic could not 
compete with that of downriver com- 
merce, thus making keelboats non-com- 
petitive modes of transportation. Conse- 
quently, steamboats, already in use since 
the late 18th century and able to carry large 
amounts of freight, eventually became the 
generally accepted method of transport- 
ing goods. Since 1811, when Robert Ful- 
ton launched his steamboat New Orleans, 
steamboats became major competitors in 
the transportation trade navigating west- 
ern rivers. A French engineer, Michel 


Life in the gold mines, 
California, 1850. 


Chevalier, who travelled the United States 
during the early 1830s, estimated steam- 
boat tonnage grew from 35,000 tons in 
1829 to 64,000 by 1839, or 82.8%. 

Steamboats greatly reduced transporta- 
tion costs, as they carried freight down 
river at one-fourth of flatboat cost, and at 
5-10% less than the overhead of a keelboat 
when travelling upriver. Consequently, 
steamboats travelling the Mississippi River 
not only competed for the carrying trade, 
but sometimes supplemented flatboats as 
freight carriers. 

Slave laborers frequently served as 
“roustabouts” (deckhands), cooks, wait- 
ers, coal men and chambermaids. In terms 
of wages, deckhands earned around $30 
per month; however, masters generally 
collected their slaves’ wages as additional 
remuneration for use of their “property.” 
Deckhands often worked in the capacity of 
firemen—those who stoked the furnaces. 
Firemen transported coal and wood from 
the shore and then deposited the com- 
modities into the steamboat furnace. Such 
working conditions were not always the 
most relaxed; in the desire to increase 
fuel efficiency, firemen continuously fed 
logs into the flames, contributing to the 
immense heat of the boiler rooms. 

Frederika Bremer, a passenger on board 
a Mississippi steamboat, commenting on 
the spectacle of the process and the condi- 
tion of the laborer employed, described 
how the engine fires acted “like yawning 
fiery throats” and that “a Negro stood 
naked to his middle, who flung in fire- 
wood.” Another observer watching slaves 
stoke fires on a Mississippi steamer—seem- 
ingly mesmerized as if witnessing a sport- 
ing event—told how “it was a fantastic and 
grand sight to see the energetic Black ath- 
letes lit up by the wildly flashing flames.” 

The constant loading and unloading of 
steamers made the roustabouts’ duties a 
round-the-clock series of “on call” tasks. A 
traveler observed that “Negro boatmen,” 
substituting cotton bales for beds, were 
“hardly ever...permitted to sleep undis- 
turbed upon their only beds,” at all times 
being summoned by an incessant ringing 
of bells calling them to work. Frederick 
Law Olmstead, future landscape architect 
of New York City’s Central Park, observed 
that ships’ personnel often distinguished 


between the value of “Negro” roustabouts 
as compared to their Irish counterparts. 
Inquiring as to why Black laborers were 
assigned duties ostensibly less dangerous 
than the tasks performed by the Irish, an 
employee of one vessel informed Olm- 
stead, “The[y] are worth too much to be 
risked here; if the [Irish] are knocked 
overboard, or get their backs broke, 
nobody loses anything.” 

The physical labors of Black cooks, 
waiters and cabin personnel paled in com- 
parison to those of the roustabouts, but 
the persistent engagement in leisurely 
activities of steamboat patrons kept these 
service providers busy. The quotidian 
aspect of service bells ringing through- 
out the day, the unremitting sustenance 
demands outside of traditional mealtimes 
and socialization of passengers in par- 
lors required “personal” servants maintain 
mental and physical acuteness. Moreover, 
their manners required incessant defer- 
ence to whites (in keeping with Antebel- 
lum racial mores), and an appearance 
one Mississippi traveler deemed the “best 
dressed working-class” he had ever seen. 
By contemporary standards, patrons of 
major hotels, airlines and cruise liners 
expect similar behavior and facades in 
service workers; however, one could argue 
that the modern domestic is incentivized 
more so by monetary gain, not fear of the 
lash or reprisal. 

Chambermaids employed by the more 
exclusive steamboat lines wore silk gar- 
ments, as opposed to the cotton-based 
attire worn by those associated with stan- 
dard, less monetarily discriminating pas- 
senger boats. Most chambermaids worked 
within the proximity of ladies’ cabins, 
engaging in table setting and launder- 
ing activities. Other perfunctory duties 
included cleaning state rooms, changing 
bedding and ironing; these tasks often 
commenced around 5 A.M. until late eve- 
ning. The ladies’ berth would serve as their 
sleeping accommodations, except during 
fully booked voyages when they would 
occupy whatever scarce floor space may 
have been available. 

Male cabin personnel, also adorned in 
professional garb, and waiters had specific 
duties assigned, often consisting of filling 
coal stoves which heated cabins, running 
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errands, assisting in the preparation of 
meals and cleaning cabins. Fatigue would 
take its toll; a passenger noted “a heavy- 
eyelided [sic] Negro” sweeping the cabin 
one morning. The passenger also rec- 
ognized “other sleepy waiters” emerging 
“from unknown parts of the boat.” Meal 
preparation sometimes required 18-hour 
days beginning at 3 a.m. until dinner; stag- 
gered shifts involved three to four cooks 
operating on larger vessels. 

In spite of their position as domestics 
normally serving what consisted mostly 
of a white, southern clientele, cabin work- 
ers would demand a modicum of respect 
in their associations. Geographic con- 
siderations governed these assertions for 
respect and dignity as steamboats left 
southern waters and travelled northward 
toward the free states. Henry Bright, an 
English traveler, described in a diary entry 
dated August 8, 1852, how a fellow pas- 
senger referred to a Black employee as 
“boy” when trying to gain his attention. 
The “boy’s” irritation, conveyed by his 
reply, “I'll show you I'm a man,” surprised 
both Bright and the traveler. Accord- 
ing to the diarist, upon inquiring from 
another [Black] employee about the ser- 
vant’s offensive behavior, Bright learned 
that they had in fact reached northern ter- 
ritory and that “boy” was a term reserved 
for the slave states. 

Prejudicial attitudes of white southern- 
ers accounted for just one of the drawbacks 
of steamboat employment encountered by 
Black workers. Cholera epidemics, for 
example, claimed the lives of many steam- 
boat travelers in 1849; the disease failed 
to discriminate amongst those of differ- 
ent social classes or ethnicity. Yet it was 
mechanical and human error that caused 
the most danger. Chevalier observed that 
“explosions of boilers are frequent, either 
on account of the ignorance and lack of 
skill of the engineers, or on account of the 
defective nature of the boilers themselves.” 

He noted “6o persons were killed and 
wounded aboard a single boat,” but that 
accidents of such a magnitude “do not 
occur in well-managed boats, on which no 
reasonable economy has been spared in 
the purchase of machinery and the wages 
of the engineers.” 

Steamboat pilots often raced their 
vessels against one another, which only 
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The steamship Ben Campbell, circa 1852-1860. 


contributed to the inherent dangers of 
boiler explosions. Boilers would often 
overheat, causing explosions and death, 
though travelers (and at times the crew) 
sometimes seemed to overlook these risks 
by encouraging competition amongst 
boats. 

Olmstead awoke to the cheers of steam- 
boat crews from both his boat and the 
Kimball, which “was running head-to- 
head with us, and so close that one might 
have jumped easily from our paddle-box 
to her guards.” He further remarked that 
both white and Black crewmen seemed to 
revel in the excitement, expressing disap- 
pointment when the Kimball narrowly 
overtook their boat. 

In 1837, the boilers of the Ben Sherrod 
burst during a race below the town of 
Natchez, Mississippi, killing 50 people. 
Around midnight on December 27, 1837, 
the Blackhawk exploded near Natchez, 
also as a result of racing and, ironically, 
killed the same number of people as the 
Ben Sherrod earlier that year. William 
Johnson, a proprietor and free person of 
color residing in Natchez, recorded a diary 
entry dated December 28, 1837 describing, 
“I saw the Drays [Draymen] a hauling 
the Specie from the Landing which was 
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on the Blak [sic] Hawk when she bursted 
[sic] Last night.” The “specie” consisted of 
$200,000 in US Army funds en route to 
Indian Territory; authorities recovered all 
but $9,500. 

Since employment with a steamboat 
concern involved traveling back and forth 
among slave and free states, the river 
routes could sometimes serve as avenues 
to freedom for bondspersons. An adver- 
tisement in a St. Louis paper in October 
1847 offered a $100 reward for a “Negro 
boy called Harry” who “ran away from the 
steamer St. Paul yesterday afternoon.” 

Ice on the Ohio River gave Sella Martin 
the impetus to disembark at Cairo, IL, 
when his boat made an emergency stop. 
A steamboat ironically named Freedom 
provided a means of escape for Eliza, who 
came ashore in Cincinnati in 1835; her 
owner, a free woman of color from New 
Orleans, sued the boat for loss of property. 
When one of Robert Beverley’s slaves also 
stole away to Cincinnati, a witness in the 
case explained of the difficulty involved 
with hiring slaves to steamboats for “it is a 
matter of almost absolute impossibility to 
prevent them from being run off.” 

Slave owners seeking to protect their 
leased “property” utilized the common law 
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Black railroad workers using levers to loosen rails, Virginia, 1862. 


concept of Bailment. In practice, Bailment 
Law dictated how agreements concerning 
goods or personal property of one person 
(bailor) entrusted to another (bailee) obli- 
gated return of the bailed (leased) property 
to the bailor, or disposal of it as directed. 
Courts held bailees in strict liability for 
negligent use of slave “property.” 

A slave named Edward, hired to work 
on a steamboat navigating the Kentucky 
River in 1844, fell overboard; Edward 
drowned and his owner sued for loss 
based on “carelessness, negligence, un- 
skillfulness, misdirection and mismanage- 
ment.” In an 1853 case, a court found a 
riverboat company liable for a drowned 
slave, for the owners had a duty “to take 
ordinary care of the slave, and failing 
to do so, through their agent, they are 
responsible.” 

Southern railroads also hired slaves and 
free people of color in their operations 


south of the Mason-Dixon Line. Railroads 
employed bondsmen in construction and 
maintenance; in 1836, the Richmond, Fred- 
ericksburg and Potomac RR Co. placed an 
advertisement calling for a “large number 
of slave laborers.” The Alabama, Florida 
and Georgia RR Company advertised that 
same year for “able bodied Negro men...to 
be employed in felling, cutting and hewing 
timber, and in forming the excavations 
and embankments upon the route of said 
Rail Road.” 

Railroad companies that did not lease 
slaves had their own labor force in bond- 
spersons: The Mississippi Railroad owned 
62; Montgomery and West Point, 67; and 
New Orleans, Jackson and Great North- 
ern, 106. By 1860, southern railroads 
employed more than 20,000 slaves. 

Slave workers served railroads in various 
capacities: brakemen, firemen, mechanics 
and locomotive drivers. For example, the 


South Carolina Railroad Company’s pres- 
ident suggested in 1836 that slaves, having 
proven their efficiency in other tasks asso- 
ciated with railroad labor, have positions 
as engineers under white supervision. 
Although the board of directors accepted 
the proposal, for fear of reprisals by white 
workers, the company abandoned the 
idea. Owners, perhaps, kowtowed before 
the social norms of white supremacy at the 
expense of efficiencies accrued vis-a-vis 
slave employment. 

Similar to riverboats, an engine’s boilers 
propelling steam could burst, thus creat- 
ing explosions on board railroads. Com- 
monly, blame for disasters rested with 
the slave because of his proximity to the 
accident. A witness describing the burst- 
ing of the locomotive operated by slave 
engineers stated the accident “occurred 
from the safety valve being held down by 
one of the Negroes attached to the Car... 
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the Negro who acted as fireman being 
incommoded by the unpleasant noise of 
the steam escaping through the safety 
valve.” Other dangers inherent to railroad 
employment included the probability of 
falling from the train, coupling trains or 
loading cargo. 

Mineral extraction services (mining) 
followed the immigrant expansion into 
the interior of the young republic. The 
western development of canals and rail- 
roads facilitated transportation for settlers 
and financial interests, the latter seeking 
exploitation of mineral deposits preva- 
lent in the Appalachians. Virginian gold 
mines, for example, are estimated to have 
supplied the US mints over several million 
dollars in ore from 1829 to 1860, with slave 
hires performing most duties associated 
with extraction. 

In neighboring North Carolina, the tur- 
pentine industry recognized the necessity 


Black railroad workers in Northern Virginia, 1862. 


for slave workers. Turpentine, born from 
pine trees, was used both as a solvent 
lubricant for rubber, and as an illuminate 
when mixed with alcohol resulting in 
“camphine.” Slaves would cut the trees for 
sap extraction, “chip” trees as a means to 
keep sap flowing and barrel the residue for 
shipment. 

Parameters defining master-slave rela- 
tionships were often weakened through 
distance and the fact that slaves had 
some modicum of independence when 
employed outside the plantation. Further- 
more, industrial slaves would sometimes 
withhold their services as a means of pro- 
test against questionable labor practices 
employed by their temporary masters. 
When instructed to report for duty to 
the Buffalo Forge one Sunday morning, a 
slave named Anthony refused his employ- 
er’s request in spite of the latter assaulting 
the slave with a rock; informing his master 
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“that this was Sunday and his day...” Asa 
result, Anthony's defiance garnered him 
time from work that day. Similarly, in 
1859, a slave named Billy threatened his 
employer, an ironmaster, with poison as 
a means of retaliating against unfair treat- 
ment; no record exists of any reprisal in 
spite of Billy’s threat. 

Sometimes slave owners sided with 
their slaves when the latter complained 
about the cruelties of bailees. In a January 
4, 1830 letter to William Weaver, William 
Staples wrote, “I am sorry to inform you 
that one of the men I hired you (Isaac) has 
expressed such an unwillingness to return 
to you, that I feared should I send him 
over he would run away...” 

In other cases, owners accepted their 
slaves’ refusal to work off the plantation 
regardless of the bailee’s disciplinary prac- 
tices or lack thereof. Written to Weaver: 
“Our agreement was, if Brandus was not 
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willing to go to you, I should not force 
him...” Expressing that his slave, John, 
who had been leased to a North Caro- 
lina turpentine mine operation, returned 
home in an “exhausted condition,” the 
owner in his correspondence to the bailee 
stipulated, “that those who hire them will 
see that they are taken proper care of in 
every respect.” Once more, altruistic con- 
cerns about slave welfare might have been 
subordinated by the owners’ combined 
fear of property and revenue loss if their 
slaves ran away from particularly cruel 
masters. 

The Asiatic cholera epidemics, which 
exposed their victims to spasmodic vom- 
iting and diarrhea, sometimes resulted 
in slave deaths for those employed in the 
salt industry. John Cabell, a salt manu- 
facturer, notifying his son-in-law about 
the potential impact on their business, 
stated in December of 1832, “A great many 
of the Negroes have been taken away by 
their owners on account of the cholera 
being here last fall, thinking it may come 
again later next year. I have not hired half 
as many as I want.” In 1833 and 1834, the 
epidemics continued impacting salt min- 
ers along the Ohio River who witnessed 
desertions by much of their labor force; 
Cabell described in a letter to his wife in 
Lynchburg, VA, the halt in production 
and how “five or six of their slaves, includ- 
ing his carriage driver, had the disease.” 

During the cholera outbreak of 1849, 
Jack, a slave hired to salt miner Crockett 
Ingles, succumbed to the disease. The 
contract stipulated that Ingles agree to 
return Jack in case the latter took sick; 
Jack later became ill and died. His owner 
sued Ingles for non-compliance to the 
agreement. Due to these circumstances, 
owners decided to include loss provisions 
to their hiring contracts. When Martha 
Stone hired two of her bondspersons for 
$325 per year in 1850, her lawyer stipulated 
“,..that if the cholera should reappear in 
the salt works during the present year that 
Mrs. Stone or her agent has permission to 
withdraw the said Negroes, deducting for 
the time so lost at the rate of $325 a year.” 

The California gold mines could pro- 
vide a refuge from the ravages of cholera 
for those slaves either laboring on behalf 
of their masters, or looking to purchase 
their freedom. California’s constitution 


prohibited slavery; therefore, firms or pri- 
vate individuals could not hire slave labor- 
ers. However, no provision existed pre- 
venting southerners from bringing their 
slaves to the mines. As a result, slaves 
often worked alongside their masters— 
and northern whites and free Blacks—in 
the mines and river valleys digging and 
panning for gold. 

One historian noted that whites consid- 
ered Blacks (slave and free) “proverbially 
lucky” in discovering gold, persuading 
several New York merchants on at least 
one occasion to pay for the traveling 
expenses of Black miners in return for 
their labor services. In places such as 
“Negro Flats,” “Negro Bar” and “Negro 
Hill’—areas where Blacks congregated 
and either panned or mined for gold— 
Black miners indeed had lucky strikes. 
In 1850, the Daily Alta reported how on 
the American River, “There have been 
new diggings discovered which prove to 
yield exceedingly well,” noting that “some 
colored gentlemen first discovered them.” 

Slaves often brought substantial gains 
to their masters: one slave’s persistence 
in believing a strike would occur in a 
given area yielded him and his master 
$20,000 in a relatively short period; within 
one week, William Manney’s four slaves 
panned $4,000 in gold. William Mar- 
maduke informed his wife in a letter 
written in March 1850 that if he contin- 
ued accumulating wealth with the help 
of his two slaves, he would return home 
within five months quite a rich man. 
Southerners would sometimes allow their 
slaves to labor alone in California, agree- 
ing that they could pay for their freedom 
in gold. As mentioned earlier, after having 
accrued the proceeds from the labors of 
their slaves, sometimes owners reneged on 
these pledges and denied liberty. 

Slaves laboring in the goldfields of 
California, similar to those hired out to 
transportation carriers in the South and 
Midwest, could utilize the combined attri- 
butes of geographic isolation and distance 
from their masters as possible avenues 
toward freedom. These opportunities were 
at times foreign to plantation slaves, either 
due to strict regulation governing their 
autonomy, or perhaps because of limited 
skill sets rendering them ill-prepared for 
off-site duties. $ 


Ramon Vasconcellos is a history professor 
and lecturer in Accounting and Econom- 
ics at Barstow Community College in 
Barstow, CA. He has published numer- 
ous biographical and topical articles 
on the history of the West, particularly 
related to finance. Ramon has also taught 
Economics and History at the University 
of London. 
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By John F. Wasik 


It’s HARD TO BELIEVE the kind of abuse 
Abraham Lincoln endured at times dur- 
ing his career. Before he was martyred 
and globally admired, he had a legion of 
vicious detractors, even those he knew 
before and during the war. 

Edwin Stanton, who became Lincoln’s 
Secretary of War, was co-counsel on a 
patent infringement case in Cincinnati 
in 1857. As was the case with numerous 
inventions in the 19th century, patents 
were often litigated by inventors for years 
after the patents were filed. Lincoln was 
asked to represent Cyrus McCormick, one 
of the inventors of the mechanized reaper, 
in an infringement case McCormick had 
filed against John Henry Manny, who had 
invented a reaper of his own. Also repre- 
senting McCormick was the bullheaded 
Stanton, who was apparently incensed that 
Lincoln was even considered for the legal 
team, meeting in Cincinnati for the trial. 

“Where did that damned, long-armed 
creature come from and what can he expect 
to do in this case?” Stanton reportedly 
asked, referring to Lincoln, who was humil- 
iated, withdrawn and sidelined for the dura- 
tion of the trial. Stanton likely knew little 
about Lincoln except that he was a “West- 
ern” lawyer. Had he known that Lincoln 
was an inventor himself and probably an 
admirer of McCormick and innovation in 
general, he may have changed his attitude. 

Lincoln, though, put his reliable gauge 
of character and intellect above personal 
grudges when Salmon P. Chase and Sec- 
retary of State William Seward lobbied for 
Stanton, a Democrat at the time, to be 
added to the cabinet as Secretary of War, 
which he joined in 1862. Stanton was hardly 
a fan of Lincoln when the war began. Before 
joining the cabinet in June 1861, Stanton 
wrote that due to the “painful imbecility” of 
Lincoln, confederates “would be in posses- 
sion of Washington within 30 days.” 

There was plenty of reason to believe 
that, given the general lack of martial mas- 
tery Lincoln’s commanders in Virginia 
exhibited in the first two years of the war. 
Yet Lincoln didn’t take it personally and 
was able to focus on Stanton’s intellectual 
and leadership abilities and set aside his 
caustic criticism. 


Photograph of President Abraham Lincoln 
by Alexander Gardner, 1863. 


“Political activity alone cannot make 
aman free. Back of the ballot, he must 


have property, industry, skill, economy 
Intelligence and character.” 


Booker T. Washington 








Edwin Stanton 





Salmon P. Chase 


With the war raging, President Lin- 
coln also needed an experienced ally who 
could transact some complex financial leg- 
islation. He needed a man with a flexible 
skill set and pliable personality, although 
his cabinet was composed of many men 
who thought themselves superior to 
the Illinois lawyer. The Civil War and 
demand for costly infrastructure begged 
for major financial innovations and men 


who understood how to navigate politics, 
legislation and national economic policy. 
Although the bloodshed of the war and 
future of slavery dominated national atten- 
tion during the war years, Lincoln and 
Congress needed to pass the nation’s first 
income tax and “greenback” paper dol- 
lar system. Since the war was costing the 
Union some $2 million a day, Washington 
desperately needed a way to pay for it. 

Lincoln respected both Seward and 
Chase, whom he would later trust with 
enormous responsibilities during the war. 
Chase, in particular, embodied a unique 
role in Lincoln’s inner circle, and grew to 
respect Lincoln. As Secretary of the Trea- 
sury, he needed to come up with mecha- 
nisms to finance the war, with growing 
threats by rebel forces crossing the Potomac 
and potentially attacking Washington. 

Somehow Lincoln managed the com- 
plex dynamic of men who had once 
despised him—and competed with him— 
on the political frontier of the Republican 
party. Chase was an odd example, since 
he would switch parties multiple times in 
hopes of garnering political nominations. 
Settling in Cincinnati, the Dartmouth 
graduate practiced law in the Queen City. 
A fierce opponent of slavery, he wrote 
early and often about the peculiar institu- 
tion, eventually joining the Ohio “Free 
Soil” party. Like Lincoln, he was vitriolic 
in opposition to Stephen A. Douglas's 
Kansas-Nebraska Act and the expansion 
of slavery into the West. As governor of 
Ohio, he was an early progressive Repub- 
lican, supporting public education, wom- 
en’s rights and prison reform. What he 
shared with Lincoln, other than being 
an anti-slavery, Republican lawyer, was a 
relentlessly cruel trail of familial grief. He 
had lost three wives and three daughters. 
That doubtless may have accounted for his 
“habitually grave” personality. 

While Chase wasn’t an ideal fit for 
Treasury Secretary, Lincoln knew he was 
a capable man devoted to his ideals. What 
he saw in Chase was a man who could act 
decisively with an embedded passion for 
fairness; he was one of the few lawyers 
who had defended escaped slaves in local 
and federal courts. Like Stanton, though, 
Chase wasn’t completely loyal to Lincoln 
in a political sense. In 1864, he resigned 
his post to run for the Republican nomi- 
nation against Lincoln, who again, didn't 
take it personally. When he lost, Lin- 
coln surprisingly appointed Chase Chief 
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$5 “greenback” note, 1863. 


Justice of the Supreme Court, where he 
would later preside over the impeachment 
trial of Andrew Johnson, who sought to 
block reconstruction efforts after Lincoln’s 
death. What Chase accomplished at Lin- 
coln’s bidding in his few years in the cabi- 
net, however, was nothing less than essen- 
tial and groundbreaking, which justified 
Lincoln’s faith in the Ohio lawyer. 
Lincoln needed Chase to solve a daunt- 
ing financial problem. While he wasn’t 
asked to manage surly, sheepish generals 
or manage the expanding tableau of the 
war, Chase was charged with raising tens 
of millions of dollars to fund the federal 
Army, which stretched from Arkansas to 
the shores of the Potomac. At the time, 
the federal government had little revenue 
beyond the tariff system that had largely 
been put in place generations ago to pro- 
tect domestic production, one of the pillars 
of Henry Clay's American System. The 
Union, of course, was cut off from that 
income from the Southern states, so Lin- 
coln and his cabinet needed to be creative. 
Lincoln was literally building and expand- 
ing one of the largest armies in the world 
at the time, so he needed capital to pay for 
everything from cannons to camp tents. 
Chase quickly got to work, realizing that 
the Union—and the country in general— 
would need its own paper currency. And 
those greenbacks, issued by the US gov- 
ernment, would need something to back 
them up, which eventually became the 
debt or “full faith and credit” of Washing- 
ton. Throughout the 19th century, it was 
mostly up to the states to issue their own 
currency, run chartered banks and fund 
infrastructure projects. It made sense for 
a while when the country was small and 
didn’t have much population beyond the 
Appalachians. As the country expanded, 


the need arose for a national banking 
system along the lines of what Alexander 
Hamilton had proposed in the early days 
of the republic. Such a system would need 
to issue credit and settle debts. Capital was 
needed to build everything from bridges 
and turnpikes to canals and railroads. 

The growing country, particularly west 
of the Appalachians and in the South, 
had little faith in a banking system based 
in Washington. When populist Western 
politicians in the 1830s like Andrew Jack- 
son savaged the idea of a national banking 
system, he stirred up populist sentiments: 
Jacksonians justifiably revolted against 
the idea of a powerful, unfettered central 
bank, seeing that cronyism and corrup- 
tion often determined who got credit, 
often denying it to those in the Western 
and Southern states. The idea of national 
banking and currency languished until 
the 1860s, when Lincoln needed a uni- 
form way of printing and raising money. 
Establishing greenbacks and helping cre- 
ate the National Banking Act, Chase was 
instrumental in crafting a revised sys- 
tem of national finance. The notes issued 
by Washington ensured that the Union 
Army would have the capital it needed. 


First Income Tax Created 


Chase also played a key role in establish- 
ing the nation’s first federal income tax, 
which provided a steady and sustainable 
source of capital. While the political land- 
scape favored all of Lincoln’s financial 
innovations since Republicans controlled 
Congress and the White House, it was a 
hallmark in government financing. No 
longer would tariffs be a prime source of 
federal income. Individual earnings would 
be taxed, signaling that every working 
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citizen would have a stake in financing 
government operations, which in this case 
was fighting a horrendous war to upend 
an immoral economic system. 

Signed on August, 5, 1861, the law creat- 
ing the income tax imposed a flat 3% levy 
on earnings. After farmers protested that it 
placed an unfair burden on them, Congress 
revised the law about a year later to make it 
graduated with wide income brackets: The 
3% rate would apply to incomes between 
$600 and $10,000, and 5% for earnings 
above that range. Although many at the time 
thought the tax itself was outrageous—it 
impacted most of the working population— 
it was an innovation for the time. As a pro- 
gressive tax, it had an underlying principle 
of fairness based on one’s ability to pay. If 
you made more, you paid more. Although 
the tax would be later struck down in a 
Supreme Court decision in 1872, it became a 
template for 20th century taxation, creating 
a financial staple for funding government 
(or not). Moreover, it would later provide 
the Treasury with a pool of money that 
could later be used to build the country. 
Harold Holzer highlighted the political sig- 
nificance, which was hardly lost on Lincoln 
during the worst years of the conflict: 


Over time, Lincoln had learned the 
efficacy and inherent fairness of the 
graduated tax system... Lincoln 
understood that the public needs to 
believe that America operates on the 
moral principle of fairness. Americans 
must view their government as pursu- 
ing policies that are fair to all citizens. 


While the doctrine of fairness in taxa- 
tion has been severely challenged and 
revised in recent years, the idea of how 
taxes are applied—and to whom—is still a 
dynamic part of our national dialogue. $ 


John F. Wasik is the author of 19 books 
and has spoken all across North America. 
As a journalist, he’s written for The New 
York Times, Forbes, The Wall Street 
Journal, AARP, Barron’s, Fortune.com, 
Money, Reader’s Digest and Wash- 
ington Monthly, and he has been a 
columnist for Bloomberg News, Reuters 
and other national publications. In 
2018, Wasik was named an Illinois Road 
Scholar for the Illinois Humanities Coun- 
cil. This article is excerpted from his latest 
book, Lincolnomics: How President Lin- 
coln Constructed the Great American 
Economy (Diversion, 2021). 


1. Which one of the founding fathers 
of value investing lived to be 
109 years old? 


2. What Civil War-era Secretary of 
the Treasury is featured on the 
$10,000 bill? 


3. At J.P. Morgan's funeral, who 
purportedly remarked that, 
“He owned all of us and he 
wasn't even that rich?’ 


4, What Gilded Age financier, born 
in Frankfort, Germany, was only 
formally educated until the age of 14? 


5. In what century did the first major 
financial bubble occur? 


6. In what year were “greenbacks" 
first issued? 


7. The “dot-com” bubble began in 1995. 
In what year did it end? 


8. What American economist infamously 
predicted that stock prices had 
reached “a permanently high plateau" 
shortly before the Crash of 1929? 


9. What stock exchange filed a proposal 
with the SEC in 2020 to include 
board diversity requirements for 
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IRVING KAHN 


VALUE INVESTOR FOR THE AGES 


By James Russell Kelly 


IF YOU LIVE to be 109 years old, you can 
become very wise. That observation cer- 
tainly applies to Irving Kahn (1905-2015), 
one of the founding fathers of value 
investing. 

Kahn was born on December 19, 1905 
and lived his entire life in New York City. 
His father, Saul Kahn, immigrated from 
Russia in 1880 and became a naturalized 
citizen in 1900. He worked as a salesman 


Irving Kahn, 1994. 





for the City Gas Supply Company and sold 
electrical supplies. His mother, Mamie 
Friedman, immigrated from Russia in 
1895 and became a naturalized citizen in 
1905. She founded a women’s dress com- 
pany, and Saul later joined her in manag- 
ing the company. 

Their children—Helen, Leonora, Irving 
and Melvin—lived to become the world’s 
oldest living quartet of siblings. Irving's 
sister, Helen “Happy” Reichert (1901- 
2011), died just before her 1ioth birth- 
day. His younger brother, Peter (Melvin) 
Keane (1910-2014), lived to 103, while his 
other sister, Lee (1903-2005), lived to 101. 
Irving, as noted, lived to 109. 
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Personal History 


During Irving’s childhood, the family 
lived on the Upper East Side of Manhat- 
tan, first at 14 E. 108th Street and later at 
5 E. 106th Street. He was adventurous in 
his youth: as a Boy Scout, he hitchhiked 
across the country in his uniform with 
several of his friends. He attended De Witt 
Clinton High School on the far West Side 
of Manhattan in the neighborhood known 
as Hell’s Kitchen. 

As a student, he traveled back and forth 
to school each day by a variety of means, 
including riding the subway, walking and 
hitching rides on the backs of trucks and 
buses. After graduation, he enrolled at 
City College of New York (CCNY). He left 
after two years to pursue a career on Wall 
Street, frustrated by the lack of any practi- 
cal courses on investments. 

In 1931, Irving married Ruth Eastwood 
Perl, whom he met at Columbia Uni- 
versity where she was studying for her 
doctorate in psychology. After earning her 
PhD, Ruth was active in several charities, 
including the Jewish Board of Guardians, 
the First Hebrew Day Nursery and the 
Ackerman Institute for the Family. The 
couple had three children: Donald, Alan 
and Thomas, who was given the middle 
name Graham in tribute to Ben Graham. 

The young family lived at 413 Beach 
137th Street in the Belle Harbor area of 
Rockaway, on the south shore of Long 
Island. He expanded the property by pur- 
chasing the lot in the rear and installed a 
tennis court there so he could enjoy his 
favorite sport. According to his son, Tom, 
the kids enjoyed ice skating on the frozen 
court in the winter. The family lived in 
Belle Harbor until 1960, when they moved 
to 14 W. 75th Street in Manhattan. They 
kept the Rockaway home as a summer 
beach house. 

Both Irving and Ruth were avid readers 
and members of a weekly book club called 
the Book Worms. They were also active 
members in the New York Society Library. 
Ruth liked fiction, but Irving primarily 
read nonfiction: each week, he would stop 
by the Wall Street bookstore located just 
south of Trinity Church and purchase 
several nonfiction books on a wide variety 
of subjects. By the time they moved to 
Manhattan in 1960, many of the rooms in 
their house were stacked with books. 

Irving was also an avid reader of the 
Financial Times. He was fascinated by the 


financial markets in Europe long before it 
was fashionable in New York. In the early 
19508, getting a copy of the paper was both 
difficult and very expensive. During a trip 
to London with Ruth in 1953, he visited the 
office of the FT and pointed out that they 
were overlooking a sizeable subscriber 
base in the United States. Kahn recalls, 
“When I suggested they publish the paper 
in America, they laughed. Less than a year 
later, they sent their circulation manager 
to the US to investigate... Now, one of 
their largest circulations is in the US.” 

Irving always lived within his means. His 
son, Tom, recalls that he was “frugal and 
comfortable in his own skin. He drove an 
old car when others moved on to Cadillacs.” 
He was an intellectual especially interested 
in new technologies. He visited Brookhaven 
National Labs in Stony Brook, Long Island, 
and was fascinated by their research work in 
nuclear and high energy physics. 


Professional Career 


After leaving CCNY in 1928—one year 
before the outbreak of the Great Depres- 
sion—Kahn landed a job as a courier 
(runner) at a stock brokerage company, 
Hammerschlag Borg. He requested reas- 
signment to the research and analysis 
department, which was more suited to his 
personality. 

In June 1929, he began his investing 
career by shorting 50 shares of Magma 
Copper, a hot stock at the time. When the 
market crashed on October 29, his $300 
investment soared. “I wasn’t smart,” Kahn 
recalled in a 2006 interview with NPR, 
“but even a dumb young kid could see 
these guys were gambling. They were all 
borrowing money and having a good time 
and being right for a few months and, after 
that, you know what happened.” 

From 1930 to 1945, Kahn worked as 
a broker for Wertheim & Co. and Loeb 
Rhoades & Co. During the war years, he 
mentored German Jewish refugees when 
they came to work at Loeb Rhoades. 

In 1945, he became a partner of J.R. 
Williston & Beane and later he became a 
partner at Abraham & Co., where he ran 
the Kahn investment team for many years. 
Abraham & Co. was known as an expert 
in risk arbitrage, especially time arbitrage 
trading between New York and Europe, 
and subsequently merger & acquisition 
arbitrage. 
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Irving Kahn as a young man with his parents in the late 1930s. 


Kahn’s sons, Alan and Tom, joined him 
in the 1960s after completing their educa- 
tions. In 1975, Lehman Brothers purchased 
Abraham & Co., and over the next few 
years conflicts developed about customer 
account coverage within the expanded 
organization. By 1978, Alan and Tom 
decided to leave and establish their own 
firm, Kahn Brothers. 

The company purchased a seat on the 
New York Stock Exchange and main- 
tained their relationship with Lehman 
Brothers by signing an agreement with 
Lehman to handle their brokerage clients. 


Relationship with 
Ben Graham (1928-1976) 


At the start of his career in 1928, Kahn 
worked for Hammerschlag Borg during 
the day and for a larger company, H. 
Hentz & Co., at night. One evening, the 
bookkeeper of H. Hentz showed him the 
Benjamin Graham Joint Account, which 
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had almost all profitable trades. Soon 
after that meeting, Kahn discovered that 
Graham worked in the same building as 
H. Hentz. He approached Graham, who 
invited him to sit in on his course dur- 
ing its first semester in 1928 at Columbia 
University. 

Thus began a lifelong friendship and 
mentorship with the founder of value- 
based security analysis. After two years, 
Kahn became Graham’s teaching assis- 
tant, helping him to prepare and teach 
his security analysis class each week. On 
Thursday afternoons, he and Graham took 
the subway up from Wall Street to Colum- 
bia Business School on the Upper West 
Side of Manhattan for a two-hour class in 
the evening. Graham would read financial 
publications and suggest ideas for Kahn 
to research. 

Kahn recalled that Graham “always 
believed in the Socratic approach. He 
never provided students with a ready 
answer, believing that through thorough 
discussions and rational deductions, solid 
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conclusions would be reached.” Kahn also 
noted that “many students took [Gra- 
ham’s] class year after year because they 
got many stock ideas from him and prof- 
ited from them... Ben didn’t care if stu- 
dents made money from his ideas because 
he was more into analysis as an intellec- 
tual exercise than for financial reward.” 


Security Analysis (1934) and 
Storage & Stability (1937) 


Kahn assisted Graham and David Dodd 
in the research for their classic textbook, 
Security Analysis, which has sold more 
than 750,000 copies and is still in publica- 
tion. He also assisted Graham in research 
for his second book, Storage e& Stability. 
He wrote the foreword for the second 
publication of the book in 1997 and stated 
several times in interviews that he believed 
this was Graham’s finest book. 
In the foreword, Kahn wrote: 


Those who have lived through the 
Depression years of the 1930s can 
recall the heavy costs both finan- 
cial and in human terms that our 
nation suffered. Storage and Stabil- 
ity was the result of the indelible 
impression made on the young Ben- 
jamin Graham. He lived through the 
wild swings in prices and currencies 
following World War I and their 
dramatic effects on the state of the 
world... Graham sought to make 
governments behave more consis- 
tently by building reserves (based 
on a basket of commodities) rather 
than deficits. He showed how he 
can increase demand beyond cur- 
rent needs by producing for storage 
and ultimate use, thus accomplish- 
ing two substantial benefits. These 
benefits include a cut in unemploy- 
ment and a substantial accumulation 
of tangible goods for domestic or 
international use. 


New York Society of 
Security Analysts (1937) 


In 1937, a small group of security analysts 
decided to turn their casual lunch gath- 
erings into a series of regular meetings. 
They held an organizational luncheon in 
a private dining room of the New York 
Chamber of Commerce. It was there that 
the New York Society of Security Analysts 


(now known as the CFA Society New 
York) was conceived, with a membership 
of approximately 20 analysts. 

Kahn and Graham were founding 
members of the society, which is now 
the largest CFA society worldwide, with 
a membership of over 10,000. Kahn took 
the CFA exam in its first year, earning 
Charter #240. 


Financial Analysts Journal (1944-1971) 


Kahn was also a founding member of the 
Financial Analysts Journal, the CFA Insti- 
tute’s investment research publication. In 
2005, he wrote a letter to the editor of the 
Journal entitled “Early Days at the Finan- 
cial Analysts Journal.” He recalled that in 
the beginning, the founders saw it as a 
way to communicate ideas: “Everybody that 
worked on the Journal was an unpaid vol- 
unteer; we did it because we wanted to 
make security analysis a serious profession.” 

He admitted that “many of us were 
interested in hands-on fundamental anal- 
ysis of actual companies and actual indus- 
tries” rather than the theory and meth- 
odology pursued by academic analysis. 
“The challenge,” he wrote, “was then and 
continues today: how to bridge that gap 
between theory and practice.” 


Recollections of 
Benjamin Graham (1977) 


Kahn co-authored a research paper with 
Robert Milne entitled “Benjamin Graham: 
The Father of Financial Analysis.” He 
wrote the section entitled “Some Reflec- 
tions on Ben Graham’s Personality,” 
explaining that “most people knew Ben 
through his writings. Those who were his 
students or worked with him got to know 
the man as well as the legend. Physically, 
Ben was quite short, but his massive head 
and penetrating blue eyes made people 
forget his diminutive stature.” 

Kahn recalled that Graham’s “speed 
of thought was so great that most people 
were puzzled at how he could resolve a 
complicated question directly after having 
heard it.” He attributed this quick-witted- 
ness to Graham’s study of mathematics 
and geometry, including “a private, but 
serious hobby of making improvements 
in the field of plane geometry’—even 
holding a few patents for geometrical 
instruments. His mathematical studies 
required “close and exact reasoning before 
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Irving Kahn, 1958. 


accepting or rejecting either a premise or 
a conclusion.” Graham also fluently read 
and translated Greek, Latin, Spanish and 
German, and he “loved music, especially 
the major operas, for the wisdom of their 
lyrics, as well as their melodies.” Indeed, 
Kahn suggested that his “real pleasure was 
to exercise his mind over a wide range of 
subjects far beyond his specialties in the 
world of finance.” 

Graham’s extraordinary memory and 
his “tremendous range of interests and 
talents” was matched only by his personal 
warmth. Kahn wrote: 


A needy colleague would always be 
helped—and always anonymously. He 
loved to make others laugh by means 
of his quick wit and large inventory of 
puns... Ben Graham was such a rare 
combination of qualities, only those 
who knew him well over the years can 
do full justice to presenting the whole 
man. In the world of finance Ben’s 
epitaph will be, as was Christopher 
Wren’s in St. Paul's, “If you seek his 
monument—look about you.” 


Kahn remembers Graham’s “very fair 
mind, entirely objective, in distinguish- 
ing between what was fair rather than 
what was self-serving.” It is also very 
clear that Graham had a huge influence 
on Kahn’s investment style and method- 
ology. Like Graham, Kahn was focused 
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Three generations of Kahns, 2012. Clockwise from back left: Thomas, Andrew and Irving Kahn. 


on determining the intrinsic value of a 
company through rigorous fundamen- 
tal research. Kahn was a contrarian who 
searched for out-of-favor, undervalued 
stocks trading with a large margin of 
safety to their intrinsic value. He was also 
a very patient long-term investor. 

Both men also shared a common bond: 
they were both intellectuals who were 
more interested in being correct in their 
analysis than in the monetary reward. 


Kahn Brothers (1978-—Present) 


Kahn Brothers is both a registered invest- 
ment advisor and a broker-dealer offer- 
ing investment advisory and management 
services, primarily to wealthy individu- 
als. Irving Kahn was actively involved in 
the firm as chairman, and then as chair- 
man emeritus, until his passing in 2015. 
As president, his son, Thomas Graham 
Kahn, manages the company and client 
portfolios in the tradition of his father 
and Graham. He is assisted by his own 
son, Andrew, who is vice president of the 
company. 

Graham’s legacy is physically present 
in the company’s offices in the form of 
his original desk, which Tom describes 
as a rather utilitarian, L-shaped desk with 
many small drawers. While lacking in 
grandeur, the desk is rich in tradition. 


100th Anniversary Celebration (2005) 


Kahn turned 100 on December 19, 2005. 
The New York Society of Security Ana- 
lysts (NYSSA) honored him, as one of 
its founding members, by inviting his 
family members, friends, colleagues and 
many preeminent value investors includ- 
ing Jean-Marie Eveillard, Mario Gabelli, 
Chuck Royce, Walter Schloss and Marty 
Whitman, to celebrate his birthday and 
share stories. The dinner’s proceeds 
established the NYSSA Value Investing 
Archive, which replaced the library that 
was lost on 9/11. Louis Lowenstein, the 
Simon H. Rifkind Professor of Finance 
and Law at Columbia University, gave 
the keynote address, describing Kahn as 
a “model of wisdom and sanity,” a figure 
epitomizing “the very concept of value 
investing.” 


Value Investor for the Ages 


In Kahn’s obituary in The New York Times, 
his son Tom stated that “studies of cente- 
narians, including [Kahn]...conclude that 
the secret to longevity is a mix of DNA, 
healthy living and luck. My father smoked 
until he was 50, and he didn’t watch what 
he ate. So, the preponderance in his case 
was DNA and luck.” 

Shortly after his father’s death, Tom 
received an email from Dr. Nir Barzilai 
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at the Institute for Aging Research at 
the Albert Einstein College of Medicine 
in the Bronx suggesting that his father 
would “remain forever young.” “Irving’s 
not dead,” the doctor said, “because we 
have his cells and his DNA, and they’re 
working every day in our laboratory.” $ 


James Russell Kelly is the Director of 
Fordham University’s Gabelli Center for 
Global Security Analysis and a Senior 
Lecturer in Finance. 
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J.P. Morgan 


By Edward Morris 


On MARCH 31, 1913, at age 73, American 
financier J. Pierpont Morgan died at the 
Grand Hotel in Rome. The next day, his 
death was the dominant newspaper story 
throughout the country. The New York 
Times dedicated much of its April 1 front 
page and several succeeding columns to 
reviewing his life and accomplishments. 
His funeral service was held at St. George’s 
Episcopal Church, where limited seating 
accommodated only 1,500 people. Those 
people were important enough in Mor- 
gan’s life to receive an admission ticket 
and an assigned seat. Thousands of others 
waited outside or in the nearby Stuyvesant 
Park to pay tribute. 

Seven years later, Jacob Schiff died, 
also at 73, and had been the only banker 
who approached Morgan’s prominence 
in the financial world. That prominence 
was reinforced by the major front-page 
stories that immediately appeared in the 
press. As with Morgan, the Times cover- 
age of his funeral was the lead story and 
consumed much of the paper's front page. 
His funeral was held at the Emanu-El 
synagogue and was, like Morgan’s service, 
limited to the mourners to whom tickets 
were issued. Many of those without tickets 
were Jewish immigrants from the Lower 
East Side of Manhattan and performed 
their own services outside the synagogue. 

Included in the newspaper accounts of 
Morgan and Schiff’s lives were estimates 
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Jacob Schiff 


of their wealth at the time they died. Those 
estimates were rough and mostly obtained 
from individuals who were outsiders with 
limited access to Morgan and Schiff’s 
firms and families, so there is no reason to 
expect accuracy. But the papers’ readers 
were nevertheless interested to learn that 
each banker’s wealth was likely between 
$50 and $100 million. In today’s dollars, 
that would be between $1.5 and $3 billion. 
Those are clearly high levels of wealth, but 
thought to be significantly less than that of 
some of the well-known plutocrats of the 
day: Henry Ford, Andrew Carnegie, Cor- 
nelius Vanderbilt and John Rockefeller. 
At Morgan’s funeral, Rockefeller was pur- 
ported to have remarked that, “He owned 
all of us and he wasn't even that rich.” 

Today most people have at least a vague 
idea of who Morgan was. Several biogra- 
phies have been written about his life and 
his name is still part of two large financial 
institutions: JPMorgan Chase and Morgan 
Stanley. It is unlikely, however, that many 
recall the name Jacob H. Schiff or Kuhn, 
Loeb & Company, the once mighty invest- 
ment banking firm he ran. 


Early Backgrounds of 
J.P. Morgan and Jacob Schiff 


There is no credible rags-to-riches story 
about the lives of either of the two men. 
Morgan was the sole surviving male child 
of Junius Morgan, a merchant banker 
who operated out of Hartford and Boston, 
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and formed a very successful partner- 
ship in London with the international 
banker George Peabody. Junius carefully 
monitored and nurtured young Pierpont 
along—including providing the means for 
his education stints at the Boston English 
School in the mid-1850s, followed by a 
few years of studies at a Swiss school near 
Lake Geneva and then at a German school 
near Hanover. With the world of business 
becoming ever more international, Junius 
rightly saw that education abroad would 
sharpen Pierpont’s facility with foreign 
languages and enhance his son’s effective- 
ness in dealing with monied interests on 
the European continent. In addition to his 
studies, the teenage Pierpont took excur- 
sions to many western European coun- 
tries and developed a life-long appetite 
for ancient art—an appetite that would 
expand throughout his lifetime. 

Junius later shaped his son’s Wall Street 
career by finding job opportunities for 
him from among the investment firms 
he routinely did business with. The most 
important arrangement Junius engineered 
for Pierpont was an alliance with Phila- 
delphia-based Drexel & Company, a firm 
that had considerable success in finding 
investment opportunities for European 
investors. That partnership, fueled with 
a $5 million infusion from Junius, led to 
a New York off-shoot, first called Drexel 
Morgan & Company and later just Mor- 
gan & Company which, after a few years, 
was managed by young Pierpont. 


Schiffs father, Moses, was much more 
parochial about Jacob’s education and 
insisted that he become well-grounded in 
both secular and religious studies available 
in his hometown of Frankfurt, Germany. 
Jacob’s formal education ended in 1861 
when he was just 14. After that he began an 
apprenticeship with a Frankfurt bank, fol- 
lowed by a brief stint with a banking firm 
run by a brother-in-law. Jacob, however, 
developed a fascination with America and 
pressed his father to both finance a trip to 
New York and to lend assistance in finding 
work with a Wall Street firm. His relocation 
to New York coincided with the end of the 
American Civil War and the early develop- 
ment of the country’s industrial growth. 
Even though his proficiency with English 
at that time was barely passable, he found 
positions with Jewish-owned firms and 
quickly proved to be a young man with a 
promising future in the United States. 

When he returned to Frankfurt upon 
his father’s death in 1873, Schiff was intro- 
duced to Abraham Kuhn who, with his 
partner Solomon Loeb, had founded a 
successful dry goods operation in Cin- 
cinnati they named Kuhn, Loeb & Co. 
The two founders, however, went their 
separate ways, with the homesick Kuhn 
returning to Germany and Loeb moving 
the company to New York with a focus 
more on finance than on dry goods. Kuhn, 
impressed with Schiffs already budding 
career on Wall Street, suggested that he 
contact Loeb upon his return to New 
York. He did that, and by 1875, at age 28, 
Schiff became the managing partner of 
Kuhn, Loeb & Co. 


Railroad Wars 


The Gilded Age banking business con- 
ducted at J.P. Morgan and at Kuhn, Loeb 
was very different from today’s commer- 
cial banking. Neither bank, for instance, 
held customer deposits or made loans 
to promote commercial trade. They did 
not advertise their businesses and baldly 
stated that, “We do not chase after busi- 
ness...we do business with people who 
come to us.” Accordingly, there was not 
so much as a sign on the door at 23 Wall 
Street where J.P. Morgan & Company 
was located or at 52 William Street where 
Kuhn, Loeb did business. 

In the narrowest description, the two 
firms made money by raising perma- 
nent, long-term capital to facilitate the 
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New York Central and Hudson River Railroad bond, 1898. 


industrial transformation of the American 
economy. They sponsored major invest- 
ment offerings to provide the capital 
needed for railroad development and, as a 
related activity, reorganized railroads that 
were struggling. Because the United States 
was a debtor nation after the Civil War, 
the investment capital was raised primar- 
ily in the United Kingdom and on the 
European continent. Morgan and Schiff’s 
financial expertise, business reputations 
and familial ties to those countries put 


the two firms in a favorable position to 
attract international investors. (Morgan 
and Schiff, of course, did not have that 
fast-growing market totally to themselves. 
Several “Yankee” firms such as Kidder, 
Peabody & Co. and Lee, Higginson & Co. 
were prominent in international finance, 
very often as participants in the offering 
syndicates Morgan created; likewise, “Jew- 
ish” firms such as J. & W. Seligman & Co. 
and Speyer & Co. often wound up as part 
of Kuhn, Loeb originations.) 
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The transformation of the US economy 
from agrarian to largely industrial took 
place between the late 19th century and 
the early 20th century, with the growth 
of railroads leading the way. Between 
the end of the Civil War and the end of 
the 19th century, railroad trackage grew 
from roughly 45,000 miles in 1870 to over 
200,000 miles by 1900. Illustrating the 
importance of railroads to the American 
economy, when the first issue of the Wall 
Street Journal was published on July 8, 
1889, the news of the burgeoning railroad 
industry dominated that paper. 

Much of the early railroad growth took 
place in the eastern part of the country 
with a host of newly constructed rail 
lines crisscrossing through states east of 
the Mississippi River. The largest two 
eastern roads were the New York Central 
(NYC) and the Pennsylvania Railroad, 
with financing coordinated by Morgan 
and Schiff, respectively. Morgan became 
associated with the NYC by virtue of his 
purchase of the major portion of the rail- 
road's securities from William Vanderbilt, 
son of Cornelius Vanderbilt. Schiff’s tie to 
the Pennsylvania Railroad developed over 
a longer length of time as Schiff estab- 
lished himself as a highly effective banker 
with respect to financial advising and the 
distribution of railroad securities. 

The most challenging and widely fol- 
lowed rail developments involved the 
“trunk lines,” railroads whose routes were 
meant to extend great distances and pro- 
vide shipments of goods and transport of 
passengers with minimal stops and trans- 
fers. The epitome of the newly constructed 
trunk lines of the late 19th century were 
those that originated in the nation’s mid- 
section and extended across the vast but 
sparsely populated American continent. 
With the Pacific Ocean serving as the ulti- 
mate point of termination, the transconti- 
nental railways bore names such as Union 
Pacific, Northern Pacific, Canadian Pacific 
and Southern Pacific. 

Morgan & Co. and Kuhn, Loeb & Co. 
were generally the lead financiers behind 
those transcontinental rail enterprises. 
Sometimes they acted in direct competi- 
tion, but more often as allies, through 
“community of interest” arrangements. 
(Such arrangements would become much 
more carefully scrutinized under antitrust 
legislation passed early in the 20th cen- 
tury.) In the case of the Union Pacific, for 
instance, Morgan attempted to re-organize 








Knitting class at the Henry Street Settlement on Manhattan's Lower East Side, 1910. One of 


Jacob Schiff’s major charitable acts was the funding and development of this organization. 


that poorly managed and undercapitalized 
railroad, but without success. When Schiff 
asked Morgan if he and his financial part- 
ners could take over the reorganization 
efforts, Morgan was only too happy to rid 
himself of a seemingly hopeless situation. 
But Schiff was successful, and the Union 
Pacific remains today as a premier trans- 
continental carrier in the United States. 
Yet not all the Morgan and Schiff inter- 
actions were friendly or benign. In the 
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case of the Northern Pacific Railroad, 
for instance, the Morgan-controlled own- 
ers held nearly half of both the com- 
mon and preferred common stock of the 
railroad. The Northern Pacific, however, 
was of great strategic value to other rail- 
road operators as well. Recognizing that 
importance, Schiff organized a separate 
and powerful group of buyers, includ- 
ing National City Bank and the Rock- 
efeller interests, to make an unfriendly 
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Montefiore Home for Chronic Invalids, 1890. Jacob Schiff served 


as Montefiore’s president from 1885 until his death in 1920. 


bid for Northern Pacific’s stock in the 
open market. It was one of the few times 
that Morgan was caught napping (he was 
vacationing in France), and the resulting 
bidders’ war between Schiff and Morgan 
caused the price of Northern Pacific’s 
stock to increase in a matter of days to 
$1,000 per share, up from the $70 to $80 
per share price range at which it had been 
trading just a few days earlier. In the end, 
the Morgan and Schiff forces entered into 
a pact that led to their shared control of 
the Northern Pacific. 

For the remainder of their business 
lives, Morgan and Schiff continued their 
rivalries as railroad financiers. Later, they 
expanded their focus towards new indus- 
tries that emerged in the early 20th cen- 
tury. Morgan & Co. played a leading role 
in the creation of behemoths such US 
Steel, Standard Oil, Edison Electric and 
International Harvester. At the same time, 
Kuhn, Loeb & Co. had its own, if slightly 
more modest, list of newly formed busi- 
nesses. That list included Westinghouse 
Electric, US Rubber and the Western 
Union Telegraph Company. 


Philanthropy 


During the 50 or so years that Morgan and 
Schiff were raising capital for developing 
businesses, they were simultaneously pro- 
viding a substantial amount of funding 
for not-for-profit and charitable causes. 
While both bankers made highly generous 
donations to well-known educational and 
cultural institutions, they “invested” much 
more heavily in endeavors that held spe- 
cial interest to them. Morgan, for instance, 
was an avid and life-long collector of 
antiquities and precious art and his very 


sizeable collections were often donated 
to a select group of art museums. Those 
museums included the Morgan Library 
and Museum that he connected to his 
Madison Avenue mansion. The library 
and museum have grown over the years 
and have become an important fixture in 
the fine arts community. 

Schiff is best remembered as a pro- 
moter of Jewish causes and social work. 
The time between 1880 and 1920 became 
known as the “Schiff Era” of philanthropy 
in recognition of his innumerable gifts to 
Jewish causes and endeavors, including 
the Hebrew Union College at Cincin- 
nati, the New York Seminary and the 
Semitic Museum at Harvard University. 
Though Schiff had not received a uni- 
versity degree, he was drawn to educa- 
tional endeavors and made substantial 
brick-and-mortar gifts to Barnard College, 
Columbia University, Cornell University 
and Johns Hopkins University. 

His most substantial efforts and fund- 
ing, however, were for the benefit of all, 
irrespective of religious beliefs. The most 
notable of his many charities may have 
been the Montefiore Hospital (now affli- 
ated with the Albert Einstein Medical 
School), which he called his “labor of 
love.” Between 1885 and his death in 1920, 
he served as Montefiore’s president. When 
he first came upon the “hospital” it was 
little more than a small home for chronic 
invalids. But with Schiffs money-raising 
initiatives and personal dedication—he 
spent virtually every Sunday at the hos- 
pital—the “home” grew to become one of 
the leading hospitals in New York. 

Another of his major charitable acts was 
the funding and development of the Henry 
Street Settlement in Manhattan’s Lower 


East Side. During much of the time Schiff 
was at the helm of Kuhn, Loeb, the Ameri- 
can economy was soaring, and the United 
States had transformed itself from a debtor 
nation to a creditor nation. But at the 
same time, tens of thousands of impover- 
ished Eastern European immigrants were 
swarming into the country each year. A 
majority of them arrived in New York 
without working skills, family connec- 
tions, language or money. The result was 
a rise in crime from the tenement housing 
and deplorable living conditions. 

An idealistic young woman, Lillian 
Wald, observed the devastation and squa- 
lor of the tenements and chose to live 
among the tenants to provide at least 
minimal medical services through her 
Visiting Nurses Service. Taken by the 
social turmoil she had witnessed and the 
resources needed to overcome it, she con- 
tacted Schiff. He, too, was overcome by 
the miserable living conditions, and, in 
an effort to improve them, he purchased 
the building that would become a ser- 
vice location for destitute families: The 
Henry Street Settlement House. Over the 
years, Schiff was closely involved in the 
settlement and was its most effective fun- 
draiser. Today the Henry Street facilities 
offer multi-mission programs in educa- 
tion, employment opportunities, health 
and wellness programs, senior services, 
sports and recreation. 

The United States experienced rapid 
growth following the end of the Civil 
War. But many early projects, especially 
railroads, were plagued with a history 
of management incompetence, fraudu- 
lent activities, and, inevitably, bankrupt- 
cies. International investors, of course, 
were wary of providing capital to finance 
America’s unstable industrial growth. 
Fortunately, Morgan and Schiff, with 
their reputations for honesty and finan- 
cial prowess, were able to re-establish 
credibility among overseas investors. It is 
no exaggeration to say that Morgan and 
Schiff had become America’s indispens- 
able bankers. $ 


Edward Morris is Professor Emeritus 
of Finance at Lindenwood University. 
His latest book is Wall Streeters: The 
Creators and Corruptors of American 
Finance (Columbia Business School Pub- 
lishing). He can be reached at emorris@ 
lindenwood.edu or through his website: 
edwardlmorris.com. 
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By Michael A. Martorelli 


AFTER SEVERAL HEAVY RAINFALLS in the 
winter of 1904-1905, the Colorado River 
surged violently through a breach in a 
privately built canal meant to channel 
its water to a rich agricultural region in 
Southern California that an entrepreneur 
had just recently christened The Imperial 
Valley. Instead of gently irrigating that 
area, the uncontrolled flow of water almost 
destroyed it. The Southern Pacific Railroad 
Company spent more than $3 million over 
18 months to seal the breach and allow the 
irrigating waters to flow as before. This 
incident convinced most observers that 
further attempts to divert the flow of the 
Colorado to meet any community's desires 
should only be planned and executed by 
the federal government. 


Welding of the 30-foot diameter penstocks 
on the Hoover (nee Boulder) Dam, 1934. 


32 


President Theodore Roosevelt recog- 
nized both the need to exploit the Colo- 
rado’s ability to distribute water to meet 
various communities’ needs, and the federal 
government's role in that effort. Even before 
the breach in the canal was finally sealed in 
February 1907, he asked Congress to autho- 
rize the construction of a series of dams 
and distribution systems to divert portions 
of the river to specific places. The Hoover 
(nee Boulder) Dam, the first of more than 
a dozen structures aimed at corralling the 
power and flow of the long-untamed Colo- 
rado River, became operational in 1936. 

As early as 1902, engineers of the Depart- 
ment of the Interior’s US Geological Survey 
determined that damming the Colorado 
and channeling its water to the West’s arid 
regions would be the only way to sustain 
and enhance that vast territory's develop- 
ment. Prior to the flooding noted above, 
the Alamo Canal that ran from Yuma, 
Arizona through Los Algodones, Mexico 
to Imperial County, California had indeed 
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enabled some of the Colorado’s water to 
irrigate the farmlands of Southern Cali- 
fornia. In 1910, another flood damaged the 
Imperial Valley, leading President William 
Howard Taft’s administration to build an 
emergency levee to channel water through 
the repaired but still inadequate Alamo. 
Farming interests in the region asked the 
Department of the Interior’s Reclamation 
Service to build a stronger “All American 
Canal” to run solely through Arizona and 
California. They barely acknowledged that 
five other Southwestern states also needed 
the water of the Colorado to sustain their 
own continued development. 

In 1903, the Reclamation Service began 
building dams to help irrigate areas of 
Montana, Wyoming, Nevada, Colorado 
and Arizona. In 1915, it completed work on 
the Yuma Project, which involved the con- 
struction of the first dam on the Colorado 
(the Laguna Diversion Dam), as well as 
related canals, drains and levees. Located 
13. miles north of Yuma, Arizona, that 


Library of Congress 





Library of Congress 





Left to right: Presidents Warren G. Harding, Herbert Hoover and Franklin D. Roosevelt 
were all involved in the early efforts to corral the Colorado during their presidencies. 


43-foot-high dam helped irrigate parts of 
Southwestern Arizona and Southeastern 
California. Even before it was completed, 
however, it became obvious the Laguna 
would be inadequate to satisfy California’s 
growing needs for water to support both 
agricultural and economic development. 
That state’s population was on the way to 
increasing by 1,942,000 from 1900 to 1920, 
thus adding 857,000 more residents during 
the period than the other six states in the 
Colorado River Basin combined. 

After studying the problem of irrigating 
many rich agricultural regions through- 
out the Southwest, the Reclamation Ser- 
vice rejected the idea of merely building 
another canal to augment the Alamo. 
Instead, its engineers envisioned a larger 
project to build both a new canal and 
a series of dams on the Colorado far 
upstream from Yuma. In 1920, Congress 
authorized the Service to develop the plans 
for such a program. Two years later, the 
Fall/Davis Report did propose the con- 
struction of a new canal to the Imperial 
Valley; but it spent more ink focusing on 
the need for a high storage dam and asso- 
ciated reservoir on the Colorado, probably 
in the narrows of Boulder Canyon east of 
Las Vegas, Nevada. Moreover, it suggested 
that a 500-foot-high dam and a reservoir 
of more than 20 million acre-feet of water 
at that site could generate enough market- 
able hydroelectric power to cover most, if 
not all, the costs of construction. 

Determining how to control the Colora- 
do’s flow to help irrigate arid lands was an 


engineering problem; determining how to 
allocate that river’s water among the states 
in its basin was a political one. So even 
while federal officials were considering the 
former challenge, local political leaders 
and their representatives were working 
through their ideas on the latter. Rain- 
fall and snowmelt from Colorado were 
the largest sources of the river’s water; 
that state’s officials thought the allocations 
should be based on annual precipitation. 
Arizona had the largest proportion of its 
territory within the river’s basin; its leaders 
thought a state’s share should be based on 
acreage. The headwaters of the Colorado's 
tributaries were in Wyoming, New Mexico 
and Utah; each of them thought they had 
a right to a large allocation. And since 
California had a greater population than 
the other six Colorado River Basin states 
combined, Golden State leaders believed 
their state should have the largest alloca- 
tion of the river’s water. 

Historically, states in the West had 
generally followed the doctrine of “prior 
appropriation” (colloquially known as 
“first come, first served”) when determin- 
ing the right to use a navigable body of 
water that ran through or between more 
than one state. The Supreme Court’s 1907 
decision in Kansas v. Colorado neither 
afhrmed nor rejected that idea, but merely 
suggested that each dispute should be 
handled on a case-by-case basis. Colorado 
State Senator Delph Carpenter became 
involved in such an argument when he 
defended his state before the Supreme 


Court in Wyoming v. Colorado. In 1911, 
developers from the Centennial State 
announced a plan to divert water from 
one portion of the Laramie River (which 
flowed through both states) to another. 
Wyoming sued, asserting its right of “prior 
appropriation” to that part of the river. 

In 1920, while awaiting the Court’s rul- 
ing on that dispute, Carpenter expressed 
his frustration with allowing the judiciary 
to control any plan for economic develop- 
ment in the West that involved the alloca- 
tion of rights to the Colorado River’s waters. 
He suggested to the booster organization 
League of the Southwest that the seven 
states in the river's basin should design 
a voluntary pact to allocate those rights 
among themselves. Congress authorized 
the states to negotiate such an agreement. 
President Warren G. Harding appointed 
Secretary of Commerce Herbert Hoover 
as Chairman of the group, and in January 
1922 Hoover convened the first meeting of 
the Colorado River Commission. 

Chairman Hoover spent most of 1922 
trying to resolve the conflicting demands 
of the seven state representatives on the 
commission. The Colorado River Com- 
pact that six of the seven men signed in 
November mollified everyone but pleased 
no one. But it did clear the way for Con- 
gress to finally consider the Swing-John- 
son Bill, which had lain dormant in com- 
mittee since being introduced in April. 
That bill would authorize the federal gov- 
ernment to begin constructing both a high 
dam in the vicinity of Boulder Canyon 
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US Bureau of Reclamation 


Workers on a“jumbo rig” designed to drill through tunnels at the Hoover Dam construction site, 1930s. 


and an All-American Canal connecting 
the Colorado River to the Imperial Valley. 

It soon became apparent there were 
just as many interest groups opposing the 
damming of the river as there were sup- 
porting the idea. Congress spent most of 
the next six years considering these and 
other questions: 


e Was irrigation or flood control the main 
purpose of the dam? 


e Did its construction represent an attempt 
by the government to begin competing 
with private interests in selling hydro- 
electric power? 


e Why should all taxpayers finance a proj- 
ect aimed largely at providing water for 
one agricultural district (Imperial Valley) 
and one city (Los Angeles) in one state? 


e Should the President appoint a new 
commission to evaluate the compet- 
ing demands for the Colorado's waters 
before approving the construction of 
this dam? 


Finally, following congressional approval, 
President Calvin Coolidge signed the Boul- 
der Canyon Project Act in December 1928. 

The centerpiece of that law was the dam 
to be erected in the Colorado River at the 
head of Boulder Canyon. Geologists had 
identified that site as the most likely loca- 
tion for a dam primarily because of the 
narrow width of the gorge at that point 
on the river. Throughout the 1920s, the 
renamed Bureau of Reclamation contin- 
ued to investigate multiple sites within 
several miles of that point. In an impor- 
tant departure from its historic practice, 
the Bureau also employed two separate 
groups of consultants to review its plans 
and designs. In a report issued in Decem- 
ber 1928, one of those groups identified 
almost a dozen reasons why a site in Black 
Canyon (23 miles downriver) would be 
a better choice for construction than the 
previously identified one. It also made rec- 
ommendations for changes in the dam’s 
design and construction that raised the 
eventual cost of the entire Boulder Canyon 
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Project from $125 million as first estimated 
to more than $165 million. Even as geolo- 
gists began signaling their preference for 
the new site, Reclamation’s management 
was electing to keep the “Boulder” name 
for both the project and the bill moving 
through Congress, believing it seemed 
less sinister than a title with “Black” in its 
name. 

The law approving the Boulder Canyon 
Project stipulated that its purposes would 
be irrigation, navigation, power genera- 
tion, flood control and water supply. An 
unusual provision prohibited construc- 
tion from proceeding (or even being con- 
tracted for) until Secretary of the Interior 
Ray Lyman Wilbur received commit- 
ments for the purchase of hydroelectric 
power sufficient to insure the payment of 
all construction and maintenance costs 
for a period of 50 years. It took until April 
1930 for the Secretary to weave through 
a thicket of competing political demands 
and approve contracts from both pri- 
vate power companies and public entities. 


Library of Congress 








Excavating for the foundation of the Hoover Dam, Boulder City, NV, 1934. 


Congress approved contracts worth $327 
million in July. President Hoover imme- 
diately signed the first appropriation for 
$10 million, and Secretary Wilbur ordered 
Bureau of Reclamation Commissioner 
Elwood Mead to begin constructing the 
railroad, electrical and highway complex 
needed to support the transportation of 
men and material to the new dam’s con- 
struction site. 

In January 1931, the Bureau published 
the specifications and plans for contrac- 
tors that wanted to bid on the $49 million 
job of building what Secretary Wilbur 
had christened the “Hoover Dam” when 
he formally launched the project in a 
September 1930 ceremony. (He believed 
in honoring President Hoover for his role 
in crafting the Colorado River Compact 
and paving the way for congressional 
approval of the project.) The construction 
proposal’s 100 pages of text and 76 draw- 
ings detailed 119 separate bid items and 
described tasks such as drilling and lining 
diversion tunnels, erecting concrete-mix- 
ing plants and building both cofferdams 
to protect the work area and the concrete 
face of the dam itself. 


Few contractors had sufficient skills and 
experience in excavation, tunnel building, 
underwater construction, surface paving 
and related activities to undertake the 
entire project. Even fewer could afford to 
pay the required $2 million bid bond and 
$5 million performance bond. It became 
apparent that even experienced firms such 
as Morrison-Knudsen and Utah Construc- 
tion would need to work with one another 
and form a consortium of companies to 
tackle this large, multi-faceted and time- 
consuming project. In March, a group 
that had chosen the name Six Companies 
gathered $5 million in capital and won 
the record-setting $49 million contract to 
build the dam. By the middle of May, “The 
Six” had more than 1,100 men working on 
the initial phases of the project. 

From March 1931 to March 1936, more 
than 5,000 workers performed the skilled 
and unskilled tasks involved in different 
construction projects, several of which 
had to be completed before pouring con- 
crete for the dam. Part of the workforce 
first created railroad, electrical and high- 
way links from Las Vegas (about 23 miles 
away); at the same time, other crews built 


the residential community of Boulder City 
(about eight miles from the site) for the 
workers and their families. 

Diverting the Colorado meant con- 
structing both diversion tunnels to chan- 
nel the water away from the site and cof- 
ferdams to surround the workplace and 
keep it dry. Next came excavating both the 
dry riverbed and the canyon walls down to 
the bedrock to prepare a proper founda- 
tion for the dam. In June 1933, workers 
finally began pouring the 6.6 million tons 
of concrete needed to build the curved- 
face arch-gravity dam to its full height of 
726 feet above the canyon floor. At about 
that same time, the new Secretary of the 
Interior, Harold Ickes, ordered Reclama- 
tion Commissioner Mead to begin refer- 
ring to the dam by its original name, i.e., 
the Boulder Dam. Few complained about 
that politically motivated change, reflect- 
ing the decline in Hoover's reputation in 
the aftermath of his final years as Presi- 
dent of the United States. 

The work to construct the dam with 
its tunnels, spillways, intake towers and 
cofferdams, as well as the related hydro- 
electric powerplant, went on relentlessly 
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Placing the concrete lining in 56-foot diameter diversion tunnel bores, Hoover Dam, 1934. 


in three eight-hour shifts, 24 hours a day, 
every day. Contractors faced interim dead- 
lines and financial penalties for missing 
them. Workers had to deal with intensely 
hot weather that made working condi- 
tions particularly difficult, especially for 
those working inside one of the tunnels, 
spillways or subterranean penstocks. The 
project was plagued by accidents, deaths 
(112), labor problems, racial discrimina- 
tion and geologic surprises. 

At one point in 1932, Congress cut the 
dam’s yearly appropriation from $10 mil- 
lion to $6 million, threatening the proj- 
ect’s suspension. Six Companies Director 
Henry J. Kaiser persuaded the legislators 
to restore the project’s funding. Mean- 
while, the Bureau of Reclamation issued 
change orders related to necessary altera- 
tions in the design of penstock tunnels 
and the powerplant; they added $5.8 mil- 
lion to the cost of the dam. 

Despite many difficulties, the bulk of the 
Boulder Dam was essentially completed in 
May 1935, which was more than two years 
ahead of schedule and over the original 
budget by only the relatively small amount 
noted above. President Franklin D. Roo- 
sevelt dedicated the world-class structure 
four months later. Reflecting the attitude 
of the times he noted that the previously 
“unused” waters of the Colorado would 


now be “a great national possession.” 

After the addition of some architec- 
tural enhancements, Six Companies for- 
mally transferred the dam to Secretary of 
Interior Ickes in March 1936. Complet- 
ing the powerplant and installing its first 
three generators took until October, when 
that facility began using water from the 
100-mile long, 400-foot-deep Lake Mead 
reservoir to produce electricity in Los 
Angeles, and the Six Companies partners 
realized the final portion of their profit of 
more than $10 million for the project. 

The Boulder Canyon Project's epony- 
mous dam and the associated All-Amer- 
ican Canal (built from 1934 to 1939) did 
indeed provide irrigation, power gen- 
eration, flood control and water supply 
to many areas in the Southwest. Two 
smaller dams the Bureau of Reclama- 
tion completed in 1938 (Imperial and 
Parker) delivered similar results. In 1946, 
an emboldened Bureau suggested that 
the Colorado River had been transformed 
from a “national menace” to a “natural 
resource’ and listed 143 potential con- 
struction projects that would further har- 
ness the river for mankind’s use. The 
following year, Congress restored the 
Hoover name to the first of the many 
structures built to “corral the Colorado.” 
The country was blissfully unaware that 


36 FINANCIAL HISTORY | Spring 2021 | www.MoAF.org 


subsequent decades would bear witness 
to the ultimate futility of that objective. 


Michael A. Martorelli is a Director 
Emeritus at Fairmount Partners and a 
frequent contributor to Financial His- 
tory. He earned his MA in History from 
American Military University. 
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A NATIVE OF BELMONT, NEw YorRK, George 
Keith Weeks (1877-1953) was the son of 
Rev. George Edgar Weeks (1851-1896), a 
Baptist minister. Weeks was a graduate 
of New York University and worked as a 
financial reporter for The New York Com- 
mercial before starting in the brokerage 
business at N.W. Halsey & Co., a bond 
dealer in 1900. In 1905, he moved to San 
Francisco, where he opened an office for 
the firm. He was one of the organizers of 
the Pacific Gas & Electric Co. and served as 
a director for the company from 1905-1919. 
During World War I, he served as “execu- 
tive manager of all the Liberty Loan drives 
in the 12th Federal Reserve District.” 


The former head of National City Bank of 
New York, Frank A. Vanderlip, was a limited 
partner in Baker, Winans & Harden. 


In 1916, Weeks joined the National City 
Co. of California as president. The firm 
was a subsidiary of the National City Bank 
of New York. After the war, he moved to 
London with the National City Company 
as vice president and became the head of 
its European operations. In 1930, Weeks 
left National City Co. and founded the firm 
of Baker, Weeks & Harden in 1931. The 
predecessor to the firm, Baker, Winans & 
Harden, was formed in 1929 with partners 
Frank E. Baker, Walker Harden, Frank F. 
Winans and William H. Baker. Frank A. 
Vanderlip, the former head of National 
City Bank of New York, Albert R. Thayer 
and H.E. Benedict were limited partners. 

Like many private banking partner- 
ships, the family connections that were 
prevalent throughout the industry were 
also intertwined with the work and friend- 
ship networks of the firm. The partners of 
Baker, Winans & Harden had both family 
connections and ties through the National 
City Co. A native of Toronto, Ontario, 


WHERE ARE 
THEY NOW? 


Baker, Weeks 
& Co. 


Founded in New York in 1953 






By Susie J. Pak 


Frank Forsythe Winans moved to Chicago 
as a young man and became a clerk in 
the Northern Trust Co. Before he joined 
Baker, Winans & Harden, he had been 
the vice president of National City Co. in 
Chicago since 1921. 

Born in 1890, Frank Eugene Baker was a 
native of Louisville, Illinois. He graduated 
from the University of Pennsylvania in 
1911 and later became a member of Thayer, 
Baker & Co., an investment bank in Phila- 
delphia. William H. Baker was a former 
member of Cassatt & Co. and a member 
of the New York Stock Exchange. Walker 
Harden was the son of Edward Walker 
Harden, a former member of Campbell, 
Starring & Co. (f. 1925, New York), the suc- 
cessor firm to Baker, Winans & Harden. 

E. Walker Harden was born in Dex- 
ter, Kansas and, like Weeks, had been 
a journalist. He was the financial editor 
for the Chicago Tribune from 1895-1898, 
a correspondent for the Chicago Tribune 
and New York World during the Spanish 
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American War, financial editor for the 
New York Commercial from 1899-1904 
and editor-in-chief of the Chicago Journal 
from 1904-1905. In 1903, he married Ruth 
Vanderlip, the sister of Frank A. Vander- 
lip, who became the head of the National 
City Bank of New York. Like Harden, 
Vanderlip had been a journalist before 
entering into the banking business, and 
the two men had a long-time friendship. 
Vanderlip had been Harden’s predecessor 
as financial editor of the Chicago Tribune. 
They both served in the federal govern- 
ment with “Mr. Vanderlip as Comptroller 
and Mr. Harden as a special agent of the 
Treasury Department” under Vanderlip. 


Baker, Weeks & Co. (f. 1953, New York) 


In January 1953, Baker, Weeks & Harden 
changed its name to Baker, Weeks & Co. 
It had one office in New York City and 
another in Philadelphia. Later that year, in 
June 1953, George K. Weeks, the founding 


and senior partner of Baker, Weeks & Co., 
died of a heart attack in the New York 
office, but the firm continued with his 
name. 


Reynolds Securities (1976) 


That changed when Baker Weeks was 
acquired by Reynolds Securities (f. 1971, 
New York) in 1976. Reynolds Securities 
was the descendant of Reynolds & Co., a 
partnership founded in 1931 by Richard 
S. Reynolds Jr., Thomas F. Staley and 
Charles H. Babcock, who were all inter- 
related. With that change, the name of 
Baker, Weeks & Co. as an independent 
firm was lost to history. 


Postscript 


In 1978, Reynolds Securities merged with 
Dean Witter & Co. and became Dean Wit- 
ter Reynolds. $ 
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About Where Are They Now? The “Where 
Are They Now?” Series traces the origins 
and histories of 207 of the underwriters of 
the 1956 Ford Motor Company IPO. The 
research for this series has been generously 
funded by Charles Royce of The Royce 
Funds. The Museum’s “Where Are They 
Now?” blog can be found at: wherearethey- 
nowblog.blogspot.com. 
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The Day 
the Markets 
Roared 


HOW A 1982 FORECASI!I 
SPARKED A GLOBAI 
BULL MARKET 





The Day the Markets Roared 
By Henry Kaufman, with David B. Sicilia 
Matt Holt Books/BenBella Books, 2021 


202 pages, with index, notes, charts, 
bibliography and b/w photos 


Present-at-the-creation stories are usually 
exciting and insightful. This slim volume 
takes the concept a step further: it’s writ- 
ten by the creator. Henry Kaufman was 
with Salomon Brothers for 26 (1962-88) 
years as senior partner, managing direc- 
tor, member of the executive committee 
and head of the firm’s four research divi- 
sions. Notorious among Wall Street bulls 
as a relentless bear, he steadfastly stuck to 
hard facts and cautionary tones through 
the *60s and ’7os, despite increasing pres- 
sure from the supply-side cheerleaders in 
the Reagan administration. 

The titular event was August 17, 1982, 
when Kaufman saw meaningful traction 
against inflation and issued an optimistic 
memo to the firm’s brokers. Stocks soared 
to one of their largest post-war single-day 
gains ever to that date. 

For the record, the gain on the S&P 500 
was 38.81 points, or 4.8%. This raises one of 
the few disappointments about his otherwise 


fascinating and engaging back-stage tour of 
Wall Street. The table on page 139 showing 
single-day US bull markets from 1945-2019 
is presented too simplistically, with two col- 
umns in chronological order. The numerical 
column is not even centered on the decimal. 
It clearly should have been a “stair” chart 
with a bar for each year. Overall the graphics 
are muddy and look as if they were printed 
on a 1980s ditto machine. 

To the story itself, there are several 
threads woven through the narrative, which 
gives a richness to the book despite just 170 
pages of text. The main theme is the August 
17 rally, but there are also consistent themes 
of fiscal and economic policy, as well as 
political and social history. Kaufman and 
his co-author, David Sicilia, have done a 
remarkable job of relating a great deal of 
information in a very economical space. 

The book opens with the events of the 
day itself, then relates the press reac- 
tion and then spends the bulk of the 
text on the causes and context. Chapter 
titles are indicative: Intellectual Roots, 
Why I was Bearish for So Long, Albert 
M. Wojnilower aka “Dr. Death,” Critics 
Threats and Humor, Growing Pressures. 

Whether or not it was intended as such, 
the chapter on growing pressures could 
be read as an ominous foreshadowing of 
today’s political and economic litmus tests. 

Kaufman wrote, “Even though I had 
never declared a political party affiliation, 
top members of the Reagan administra- 
tion came to regard me as a devoted critic 
of their macroeconomic policies. They 
were joined by a few strongly conserva- 
tive members of the business press who 
harshly criticized some of my forecasts. As 
pressure to conform to the emerging doc- 
trine of supply-side economics grew, some 
editorialists wondered whether I had ‘lost 
my touch.’ As the months of early 1982 
ticked by, I began to feel as if my reputa- 
tion was on the line.” 

Another harbinger is how the criticism 
of Kaufman went septic. In early 1982, 
Maxwell Newton of the New York Post, 
branded Kaufman one of a “Gang of Six 
ambushing Reagan,” all of whom were part 
of “the whole left-liberal power structure 
in press, radio and television,” and part of 
the “under-cover socialists of America.” 





Remaining unflappable, Kaufman 
wrote of that ad hominem attack, “Such 
ravings were far outside of the mainstream 
of economic and financial commentary, 
arguably even on the pages of a news- 
paper owned by conservative publishing 
magnate Rupert Murdoch. Still, Newton 
seemed to enjoy his platform.” 

To put that situation into historical 
context, the Rush Limbaugh radio show 
was not syndicated until 1988, and Mur- 
dock did not start Fox News until 1996, 
but as Kaufman documents, they had their 
precedents going back many years. 

From beginning to end, however, 
Kaufman simply stuck to the facts. He 
started “monitoring developments at the 
Federal Reserve Bank of New York in 
1957, he wrote. “After I moved to Salo- 
mon Brothers in 1962, I started following 
central banking closely, which made me 
one of a small number, probably no more 
than half a dozen, of early “Fed watch- 
ers. According to business writer Martin 
Mayer, Billy Salomon believed I was the 
very first.” 

Kaufman was also one of the first PhDs 
to work on Wall Street, and one of the first 
dedicated researchers. He got authoriza- 
tion and funding support from Salomon 
management to formalize credit research, 
and by 1981 led a team that created a credit- 
flow model. He also began writing a report 
called Prospects for Financial Markets. 

“Before Prospects,” Kaufman wrote, “no 
one at the Fed or anywhere else had fully 
put flow-of-funds data to use as an ana- 
lytical tool for projecting market prospects 
for the year ahead.” 

For any reader, the first-person accounts 
at the highest levels of finance and govern- 
ment make for fascinating reading. For 
financial-sector insiders, there are even a few 
dishy stories about hirings, firings and deal- 
making. Throughout the book, Kaufman 
maintains a gentle tone and even some 
self-deprecating humor—as highlighted by 
his reprint of a parody song about him to 
the tune of Gilbert & Sullivan’s “Model of a 
Modern Major General.” 

This book can be read in one sitting 
of a few enjoyable hours, but doubtless 
will be kept as a reference and source of 
perspective. $ 
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“Alexander Hamilton was the architect of the 
American financial system that endures to this 
day... Sylla and Cowen provide helpful historical 
context, but they largely let Hamilton’s genius 
speak for itself. From short essays that resemble 
the modern op-ed to legal documents to his 
reports to Congress as Treasury Secretary, the 
book offers a compelling window into Hamilton’s 
visionary thinking on economic matters.” 


—Robert E. Rubin, co-chair emeritus, 
Council on Foreign Relations, 
and former U.S. Treasury Secretary 
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“This is undoubtedly a treasure trove for financial 
and public policy geeks, and the book will also 
help lay readers go beyond the hit musical in 
understanding Hamilton’s lasting significance.” 


—Publishers Weekly 


“Hamilton’s writings always impress for their 
clarity of argument and, especially, for their 
prescient vision of the future of the American 
economy. Thanks to Richard Sylla and David J. 
Cowen for reminding us of that.” 


—Ben Bernanke, former chairman of the Board of 
Governors of the Federal Reserve System 
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